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PREFACE  TO  THE  SECOND  EDITION 


This  book,  which  has  been  revised,  expanded,  and  to  a consider- 
able extent  rewritten  since  its  first  publication  in  tentative  form  a 
year  ago,  is  the  outgrowth  of  a three  years’  experiment  in  elementary 
economic  instruction.  The  problem  with  which  this  experiment  has 
had  to  do  is  sufficiently  familiar  to  teachers  of  introductory  economics: 
the  problem  of  imparting  the  essentials  of  economic  theory  to  college 
students  who,  at  the  same  time  that  they  condemn  such  generaliza- 
tions as  remote  and  unpractical,  betray  in  many  ways  how  limited 
■s  their  own  understanding  of  practical,  commonplace,  economic 
^acts.  Fortunately,  it  is  possible  not  only  to  link  economic  theory 
with  descriptive  material,  but  in  a measure  to  build  the  theory  up 
out  of  the  familiar  events  of  economic  life.  This  procedme  the 
authors  have  attempted  to  embody  in  a series  of  problems  designed 
to  guide  the  student  in  his  reading  and  to  give  definiteness  and  direc- 
tion to  classroom  discussion. 

The  method  of  the  book  has  been  called  inductive;  but  it  is  induc- 
tive in  only  a very  limited  sense.  Questions  and  answers  could  hardly 
enable  beginners  in  the  subject  to  arrive  independently  at  the  con- 
clusions which  economic  scholars  have  accepted.  The  instructor 
must  still  hold  the  discussion  to  a true  course.  Yet  questions  can 
and,  as  experience  shows,  do  serve  to  arouse  interest,  to  point  the 
way  in  which  a sound  conclusion  lies,  and  to  give  a basis  for  discrimi- 
nating and  independent  judgment  respecting  the  adequacy  of  the  con- 
clusion which,  imder  guidance,  is  reached.  A student  is  well  on  the 
road  to  understand  the  fundamentals  of  economics  so  soon  as  he  learns 
to  reflect  intelligently  upon  what  is  happening  every  day  in  the  world 
of  affairs  about  him. 

It  is  not  intended  that  the  Outlines  shall  take  the  place  of  a text- 
book. Rather  they  have  been  designed  to  parallel  some  text,  with 
its  systematic  presentation  of  economic  theory,  and  they  may  well 
be  further  supplemented  by  readings  of  a descriptive  character. 
A “case-book”  of  illustrative  material  is  already  in  preparation  for 
use  with  the  Outlines. 
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The  ai  thors  have  been  aided  both  in  the  writing  of  the  book 
and  in  the  experimenting  which  led  to  it,  by  co-operation,  criticism 
and  sugges  tions  from  many  teachers  of  economics  in  their  own  Uni- 
versity and  in  other  institutions.  In  particular  they  wish  gratefully 
to  ackno\\  ledge  the  assistance  rendered  by  Professor  J.  Laurence 
Laughlin,  Professor  A.  S.  Johnson,  and  Professor  R.  F.  Hoxie,  of  the 
University  of  Chicago;  Professor  F.  M.  Taylor,  of  the  University 
of  Michiga  n;  Professor  A.  B.  Wolfe,  of  Oberlin  College;  and  Professor 
T.  N.  Car  ^er,  of  Harvard  University. 

Leon  C.  Marshall 
Chester  W.  Wright 
James  A.  Field 

Septeimer,  igii 


NOTE  TO  THE  THIRD  EDITION 

In  pre  laration  for  this  new  edition  the  section  on  The  Marginal 
Utility  Ejplanation  of  Value  has  been  moved  to  a position  more  in 
conformit  r with  the  order  of  presentation  followed  in  most  of  the 
economic  textbooks.  Minor  changes  have  been  made  here  and 
there  throughout  the  book;  but  there  has  been  no  attempt  at 
thorough^  oing  revision. 

May,  I JI3 
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A.  INTRODUCTORY 

Econo^c.  is  the  sdentiiic  stu^  of  [he 

Ke  LCs"by  S mfn  attempt  to  make  a living  depend  on 
he  wLTwhich  live  together  in  society.  All  modern  business 
involves  a high  degree  of  co-operation,  and  is  to  that  extent  soaal  in 
character.  Certain^industries  and  trades  are  possible  only  under  special 
• 1 elevated  railways  and  subways  do  not  pay  except 

LTm^SSes  shopSS^^^^  only  those  loods  which  conform 

to  the® fashion’ and  Ssage  of  the  day;  saloons  and  lotteries  siA^ect 
to  the  Dublic  sense  of  right  and  wrong,  expressed  in  law.  To  chfter 
entiaL  econoS^  sharply  from  the  other  social  sciences  would  in 
fact  be  imoossible.  Each  of  these  soaal.  sciences,  investigating  its 
‘own  s;eaTpmWems,  is,  in  its  attempt  to  explain  them  dnv^”  to 
«;tiidv  the  forces  now  operating  in  society  as  a whole.  All  the  soc  a 
sciences  deal  with  the  process,  the  evolution,  of  society;  recogn^e  its 

as  but  one  phase  of  a continuous  change;  and  seek 

in  the  past  history  of  social  institutions  an  indication  of  the  forrns 
tLy  mafbe  to  assume  in  the  future.  In  so  far  as  separate 

soa^l  sauces  are  to  be  distinguished,  tb«*stmction  is  nothin  6^ 
exclusive  boundaries,  but  rather  in  a difference  of  emphasis  ana 

vielpoint.  Working  within  the  common  6'*'^ 

relations,  each  science  treats  primarily  and  centrally  a problem 

'*“Th^economit!^^st^^^^  the  process  of  gating  a [™g; 
nrimarilv  interested  in  the  manner  in  which  men  endeavor  to  satisfy 
their  wants— typically,  though  not  exclusively,  the  material  wants,  of 
food  clothing,  and  other  necessary  or  desirable  commoities  that  w 
make  and  sell,  and  buy,  and  use.  Consequently,  in  what  follows  we 
shall  study  (i)  the  nature  of  wants  and  the  application  of  goods 
their  satisfaction  (generally  called  consumption) ; (2)  the  bringing  in 
eSence  of  t^  means  of  satisfying  wants  (generally  cfedprod^- 
tion)-  (^)  the  valuation  set  upon  goods  in  the  process  of  exchan^  g 
them’  (generally  called  exchange)-,  and  (4)  the  apportionment  or  s ar- 
Ing  of  these  goods  among  the  members  of 

distribution).  Of  course  some  wants  are  satisfied  without  effort  on 
our  Dart  e.g.,  our  want  for  air.  As  such  cases  present  no  problem, 
the  econ’omfst  does  not  concern  hipiself  with  them.  In  most  cases, 
however,  nature  does  not  spontaneously  satisfy  our  wants,  and  this 
one  commonplace  fact  goes  far  to  explain  all  human  social  activity. 
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Questions 

1 What  c o you  consider  the  ten  most  important  questions  of  the 

day?  Which  of  these  are  essentially  economic  questions?  How 
many  directb  or  indirectly  involve  economic  matters  ? , 

2 Name*;ome  of  the  laws  passed  by  our  legislatures  that  have 

economic  coi  sequences.  Can  you  mention  any  important  legisla- 
tion that  is  v ithout  economic  effect  ? ^ i-r, 

3.  Try  to  estimate  how  large  a portion  of  our  hfe  is  given  over  to 

the  attempt  1 o satisfy  economic  wants. 

4.  “To  at  tain  better  satisfaction  of  our  wants  we  might  do  several 

things:  (a)  d minish  the  number  of  our  wants;  (6)  change  the  char- 
actef  of  our  wants,  e.g.,  develop  altruism;  (c)  provide  for  larger  pro- 
duction and  better  distribution  of  wealth.  Are  any  of  these  being 
done  today  ? What  part  of  the  problem  falls  to  the  economist  ? 

c.  What  .ocial  problem  primarily  interests  the  student  of  politic^ 
science?  ofliistory?  of  ethics?  of  social  psychology  ? How  is  each 
of  these  pro!  lems  related  to  the  central  problem  of  economics . 

6.  If  mer  were  never  in  danger  of  hunger  or  other  pressing  wan 
would  they  work,  or  steal,  or  go  to  war  ? Are  work,  and  crime,  and 

war  economi : phenomena  ? i_ 

7 Woulc  far-reaching  economic  changes,  such  as  the  change  from 

good  times  1 o hard  times,  be  likely  to  have  political  consequences  ? 

Would  such  changes  be  likely  to  affect  the  average  man  s attitude 

Do  yc  u beUeve  that  you  can  form  a satisfactory  judgment  upon 
a given  historical  period,  e.g.,  the  colonial  period  in  Ainenca,  without 
having  a kn.  iwledge  of  the  economic  conditions  of  the  time  ? 


B.  ECONOMIC  WANTS,  MOTIVES,  AND  CHOICES 

I.  The  Characteristics  of  Wants 

II.  Means  of  Satisfying  Wants 


This  phase  of  economics  is  commonly  known  as  The  Consumption  ■ 

of  Wealth,  or,  more  briefly.  Consumption.  ■ 

1.  The  Characteristics  of  Wants  ■ 

Since  political  economy  is  concerned  with  the  effort  to  satisfy  :■ 

wants  some  idea  must  be  gained  of  the  characteristics  of  wants,  , 

motivU  and  choices.  This  section  of  the  work  is,  of  course,  Hrgely  M 

a discussion  of  social  psychology.  Our  mam  concern  is  with  the  con-  ^ ■ 

se“s  of  tMs  psychology  in  so  far  as  these  consequences  are  | 

economic.  1 

Questions  i iS 

I Try  to  draw  up  a classified  list  of  our  wants.  Are  they  confined  j ,1 

to  thlng?which  enter  into  commerce  ? Are  they  confined  to  materia  , , ■ 

‘“T  L the  case  of  most  of  our  wants  it  is  said  that  a “ law  of  dimin-  i -| 

ishine  utility  ” or  “ law  of  satiety  ” applies.  _ I ;■ 

a)  State  this  law,  giving  particular  attention  to  a formulation  ■ 

of  the  conditions  under  which  it  is  true.  , , . , . 'il 

b)  What  practical  results  of  the  working  of  this  law  appear  in  ^ ,| 

the  industrial  world  ? . Uo  ^ I 

3.  It  is  said  that  “the  sum  total  of  human  wants  cannot  b ■ 

What  evidence  can  you  advance  concerning  the  validity  of  , I 

6)  What  practical  results  of  the  working  of  this  law  appear  in  ^ J 

^tlm  indu^l  ^d?^ants  determined  largely  by  social  1 

standar^.^at  g^^ence  can  you  advance  concerning  the  validity  of  , I 

6)^ Wh^t^  praiical  results  of  the  working  of  this  law  appear  in  I 

the  industrial  world  ? i r o ( i 

5.  Are  our  wants  wholly  under  the  control  of  our  reason?  Do 

we  ilways  desire  those  things  which  are  benefiaal  ? ''“rthy  ^ ; , 

you  give  cases  where  wants  seem  to  flow  from  the  action  of  habit?  .4 

custom  ? social  inheritance  ? instinct  ? 1 1 

^ i 

I 

I 

I 

I 
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ft  Do  neoDli  • actually  apportion  their  expenditures  for  the  articles 
they  buy  in  aco  .rdance  lith  their  abstract  opinions  of  what  would  be 

wv  must  mute  choices,  you  probably  seek  first  to  gratify 
vour  most  pres  .ing  desire,  Can  you  tell  why  * is  at  the  moment 

^he  most  Dressi  12  of  your  desires ? Would  it  always  be? 

o SuDDOse  you  had  $ioo  to  spend.  Would  you  spend  all  of 
at  once  ? Whi  \ would  you  buy  ? Woidd  you  buy  the  same  things 

- t ir;ou“;  aTsToo"^  vom 

''“'loTspln.bannutlty^^^^  sp^ds^alnually  $60,000  Is  it 

UVf-lv  that  B s lends  just  loo  times  as  much  for  clothing  as  A does 

“'?,°'Mak“i  ltt®of  reasons  why  men  engage  in  industry  and  trade. 
Are  they  ever  ictuated  by  altruism,  love  of  power,  or  PUtrmtic  desme 
fo  contnbute  m the  welfare  of  their  own  community  ? Should  the 

economist  dea  wants,  motives, 

and' choices”  or  with  all  wants,  motives,  and  choices  which  have 
Sonomic  sign  ficance?  Is  economics  the  only  science  which  is  con- 

“"f  SfyoSk  “any  form  of  economic  activity  which  is  not 
cons&usly  directed  toward  the  satisfaction  of  wants? 


II.  Means  of  Satisfying  Wants 

Means  of  ‘ atisfying  wants  are  called  goods.  Goods,  which  may  be 
materSl  m are  characterized  by  the  quality  of  uHlUy- 

vinf ’^gTaTsuggests  a descriptive  classification  of 

goods:  / Material  (wealth) 

Economic  Goods  j 

/ (have  utility,  are  scarce  ( 

( and  appropriable)  j 

Non-Material  (services) 


Means  of  Sa  isfying 
Wants — G 3ods 


Material 


Free  Goods 
(have  utility) 


NJnn-\l:irerial 


[The  ecnnnmist  does 
not  o»ncero  him- 
self with  these] 
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Questions 

Does  every  good  possess  utiUty  ? Is  everything  which  possesses 

“^"HaCie  foUowing  utiUty:  whiskey,  a gambler’s  pack  of  cards, 
clothes  of  an  obsolete  fashion,  “Pto.  8^“^  opera^  a^^  ^ 

rhe^arYfiS  ^^ti^n^dtS' or  atodern  copy,  better  printed 
and  better  bound ? Why?  a loaf  of  bread;  (&)  a coal 

as  with  material  economic  goi^s?  Can  we  say  tnat  on 
‘EeTlis‘t  o?  togfwhich  are  clearly  wealth 

whether  they  are  wealth. 

useful,  e.g„  an  Indian 

1- •?  “ 

at  “me^other  be  wealth? 

'“^iS^rom  the  point  of  view  of  the  economist  could  you  accept  as 

a definition  of  wealth 

a)  Means  of  satisfying  wants  ? 

b)  Things  which  make  for  welfare  ? 

r)  Material  means  of  satisfymg  wants  i* 

--hip;  a city- 

hall;  a public  library  ? 
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20.  Ho  V do  you  distinguish  between  social  wealth  and  private 
wealth  ? : Does  social  wealth  include  more  than  private  wealth  ? 

21.  W1  en  a United  States  gold  certificate  is  destroyed  is  wealth 

destroyed!’  , . ■ ^ 

22.  Is  i railroad  bond  wealth?  Is  a patented  invention ? a fare- 

insurance  lolicy?  , ij  u 

23.  Suppose  a new  source  of  mechanical  power  should  become 

available  £ t one-fourth  the  cost  of  steam-power.  _ What  would  be  the 
effect  on  wealth  in  general?  Would  any  individuals  be  made  less 

wealthy  b 7 the  new  discovery  ? „ • :>  xxix.  . 

24.  If  wealth  increases  will  there  be  greater  well-being?  What 

is  the  rela  ion  of  wealth  to  well-being  ? ,,  -r  , • 1 * 

25  “T  o be  wealth  a thing  must  be  scarce.  Is  that  equivalent 

to  saying  1 hat  the  less  we  have  of  things  the  better  off  we  are  ? What 

do  you  m(  an  by  “scarce”  ? 

26.  Is  i man’s  wealth  measured  by  the  number,  or  bulk,  or  weigfat 
of  his  pos'  essions,  or  by  their  money  value  ? Is  a scarce  article  likely 
to  command  a higher  price  than  one  that  is  common?  Does  this 

imply  tha . wealth  is  increased  by  scarcity  of  goods  ? ^ 

27.  ShDuld  you  accept  as  true  the  statement  that  the  scarcity  ot 
certain  de  drable  articles,  such  as  jewels,  may  enhance  the  comparative 
wealth  of  an  individual,  but  that  general  welfare  is  promoted  by 
abundanc ; of  the  commodities  which  people  desire  ? Why  ? 


\ 


\ 

I 


I 

I 


C.  PRELIMINARY  SURVEY  OF  THE  ECONOMIC  SYSTEM 
I.  The  Evolution  of  Industrial  Society 

II.  Certain  Characteristics  of  the  Present  Economic  System 


A view  of  a machine  as  a whole  aids  in  understan^ng  the  functions 
of  the  parts.  A brief  general  survey  of  the  modern  industrial  system, 
showing  how  it  originated,  how  it  developed,  and  what  are  some  of 
its  salient  features  at  the  present  time,  is  hkely  to  be  a useful  prelum- 
nary  to  the  later  detailed  study  of  its  operations. 

I.  The  Evolution  of  Industrial  Society 

Continuous  change  goes  on  in  industrial  society.  The  economic 
organization  which  prevails  in  the  United  States  at  the  present  time 
is  in  many  essentials  very  different  from  that  which  prevailed  in  the 
early  colonial  days  or  at  the  outbreak  of  the  Revolution,  or  even  fafty 
veam  ago.  Fifty  years  from  now  it  may  be  very  different  from  what 
it  is  today.  The  changes  are  the  result  of  many  and  complex 
factors  such  as  natural  forces  and  conditions,  human  effort,  social 
institutions,  etc.  Always  the  economic  motive  is  prominent  the 
desire  to  devise  better  methods  of  enabling  us  to  satisfy  our  economic 

As  industry  has  developed  from  the  earlier  forms  to  the  present 
form  there  has  constantly  been  a tendency  toward  speaal^ation. 
Occupations  have  become  differentiated,  division  of  labor  has  in- 
creased, productive  processes  have  become  more  emaent  as  well  as 
more  complex,  and  the  time  which  elapses  between  the  beginmng  of 
the  production  of  a good  and  the  consumption  of  that  good  has  been 
greatly  lengthened.  Without  attempting  to  press  too  far  into  the 
origins  of  society  we  may  distinguish  four  main  stages  of  develop- 
ment from  the  point  of  view  of  industrial  society:  (i)  The  independ- 
ent or  domestic  economy;  (2)  the  town  or  local  economy;  (3)  the 
national  economy;  (4)  the  international  or  world  economy. 

The  first  stage  is  illustrated  by  the  Indian,  the  patriarchal  family, 
the  primitive  tribe,  or  the  western  pioneer.  The  wants  of  all  in 
these  cases  were  supplied  by  the  products  of  their  own  efforts  ^thout 
any  very  roundabout  process.  The  next  stage  appears  where  an 
exchange  of  products  becomes  customary.  Division  of  labor  takes 
nlace.  The  process  of  production  occupies  a longer  time  and  becomes 
more  eflicient,  thus  making  it  possible  for  a given  area  to  support  a 
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larger  population.  Then,  as  means  of  transportation  improve,  one 
section  o!  the  coimtry  begins  to  specialize  in  one  thing  and  another 
section  in  something  else;  they  are  no  longer  independent  self-sufficing 
vmits;  thj  process  of  production  becomes  more  complicated;  and  we 
have  the  growth  of  a national  economy.  Sometimes  this  process  of 
specialization  may  be  carried  so  far  that  a whole  nation  comes  to 
specialize  in  manufacturing,  and  becomes  very  largely  dependent 
upon  other  countries  for  its  raw  material  and  food  supplies,  as  in 
the  case  ( f Great  Britain  today.  Such  a situation  may  well  be  called 
an  intern  itional  economy.  The  present  tendency  toward  this  stage 
is  manifeited  in  the  increasing  dependence  of  modern  nations  upon 
foreign  si  pplies  and  foreign  markets. 

These  stages  of  economic  development  have  appeared  in  different 
countries  at  different  times;  in  some  places  one  stage  continued 
dominant  for  many  centuries,  as  in  parts  of  Europe;  in  others  a stage 
may  havt;  lasted  but  a few  decades,  as  in  the  United  States.  There 
are  many  intermediate  stages,  and  one  seldom  finds  a situation  where 
the  house  hold,  the  locality,  or  the  nation  is  absolutely  self-sufficing. 

Questions 

1.  Ar<!  any  industries  today  in  the  handicraft  stage  ? 

2.  W1  y were  there  formerly  many  more  “jacks  of  all  trades”  than 
there  are  now  ? 

3.  Mention  some  concrete  cases  where  (a)  the  development  of 
transport  ition  and  communication,  (b)  geographical  conditions,  (c) 
social  ins  itutions,  (d)  racial  characteristics,  have  influenced  the  evo- 
lution of  Jidustrial  society. 

4.  In  the  evolution  of  industrial  society  trace  some  of  the  mani- 
festations of  increase  in  (a)  specialization  and  division  of  labor;  (b) 
social  in  erdependence;  (c)  complexity  of  form;  (d)  productive 
efficiency . 

5.  Ws.s  there  formerly  the  gulf  between  the  laboring  class  and 
the  empl  lying  class  that  exists  today  ? 

6.  Fo'merly  a cobbler  owned  his  own  shop  and  tools,  managed 
the  shop  employed  apprentices,  and  did  some  of  his  work  himself. 
How  doe  5 the  modem  large  shoe  factory  differ  from  that  ? 

7.  Dc  you  think  the  modern  organization  of  industry  requires 
greater  n anagerial  skill  and  ability  than  formerly,  and  if  so,  why  ? 

8.  Dc  the  captains  of  industry  of  today  ufually  own  the  concerns 
they  mar  age  ? What  was  the  situation  in  earlier  times  ? 

9.  Su  )pose  ail  the  railroads  in  the  country  were  removed.  How 
woiffd  th,  it  affect  the  efficiency  of  industry  ? 

10.  T'ace  in  detail  and  from  the  very  first  the  processes  which 
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have  aided  in  supplying  you  with  your  cup  of  ®e  ^ ^ 
people  do  you  suppose  helped  m those  processes?  Do  y 
Ft  dFsirable^ to  be  dependent  on  so  many  people  in  the  satisfying  of 

sSmate  the  time  that  has  elapsed  since  the  first  steps  were 
taken  which  have  resulted  in  the  issue  of  this  morning  s daily  news 
paper.  Why  is  it  worth  while  to  spread  the  work  over  so  long  a 

period  ? 

II.  Certain  Characteristics  of  the  Present  Economic  System 

1.  Private  Property 

2.  FreedofH  of  Competition 

3.  Co-operation  through  Exchange  of  Goods 

4.  The  Money  Economy 

The  present  stage  of  economic  evolution,  as  evidenced  in  the 
United  States,  is  marked  by  specialized  production,  m connection 
with  a highly  developed  system  of  the  exchange  of  goods.  This 
Tevelopment  of  exchange,  in  turn,  is  faciUtated  by  the 
money-payments  instead  of  the  more  prumtive 
methJd^of  barter.  Centralization  and  enlargement  of  the  scale  of 
industry  have  accompanied  the  widemng  of  markets.  Capital, 
invest^  in  machinery  and  other  equipment,  has  so  accumulated  that 
the  owners  of  capiSl  exercise  a dominant  influence  in  .industrial 
management.  Underlying  these  modern  economic  mamfestaUons 
Se  the  long-established  institution  of  private 

recent  assumption  that  every  man  is,  m theory  at  least,  individually 
free  to  work  For  the  furtherance  of  his  own  interests,  as  he  conceives 
his  interests,  according  to  principles  of  comparatively  unrestricted 

^°TSseTe‘veral  features  of  the  current  economic 
subsequently  encountered  in  the  discussion  of  vanous  specific  prob- 
lems ^ Private  property,  competition,  exchange-co-operation,  and 
thTmoLy  econLy  are  selected  for  more  particular  noUce  at  to 
noint  They  are  to  be  regarded  as  devices  for  increasing  our  powe 
over  the  ejrternal  conditions  of  existence— i.e.,  satisfying  our 
Xch  have  proved  so  successful  that  they  have  been  generaUy 
adopted.  Although  these  devices  are,  properly  speaking,  in  them 
selves  economic  phenomena,  we  more  often  think  of  them_  as  condi- 
Uo^s  underlying  our  economic  activities,  and  economic  science  in  a 
measure  takes  them  for  granted  as  fundamental  characteristics  of  our 

civilization 
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I.  Private  Property 

Questions 

1.  If  a n. an  steals  a watch  does  it  become  his  property?  What 
is  the  differe  ace  between  possession  and  property  ? 

2.  Mighi  there  be  private  property  in  clothes,  weapons,  and  other 
articles  of  p jrsonal  use  apart  from  a recognition  of  similar  property- 
rights  in  lar  d,  machinery,  factory  buildings,  etc.  ? 

3.  If  there  were  no  assurance  of  imdisturbed  and  permanent 
possession  cE  land  would  men  (a)  hunt?  (b)  raise  cattle?  (c)  plant 
crops  ? (d)  3uild  houses  ? (e)  construct  railroads  ? 

4.  What  relation  can  you  point  out  between  private  property 
and  (a)  soc  al  peace  and  order?  (b)  foresight  and  industriousness? 
(c)  inventio  1 ? (d)  capitalistic  production  ? (e)  the  pri\^ate  family  ? 
(/)  provisio:  1 for  education  of  children  and  their  start  in  life  ? 

5.  Should  property-rights  last  beyond  one  lifetime? 

6.  Comp  are  the  right  of  inheritance  and  the  power  of  bequest  as 
motives  to  industrial  efficiency. 

7.  Make  a list  of  the  disadvantages  of  private  property 

8.  Is  private  property  a natural,  inalienable,  inherent  right,  or  a 
matter  of  sc  cial  agreement,  based  on  expediency  ? 

9.  Shoul  i the  right  to  private  property  be  restricted  or  abolished 
if  in  the  ju(  Igment  of  society  its  disadvantages  outweigh  its  advan- 
tages ? Ha  /e  property-rights  been  limited  in  the  past  ? 


) 


) 
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2.  Freedoik  of  Competition 

Under  tl  is  head  are  treated  together  freedom  of  initiative,  freedom 
of  contract,  and  the  principle  of  self-interest. 

Questions 

1.  Is  everyone  free  to  run  a saloon?  to  practice  law?  to  sell 
adulterated  food  ? to  conduct  a lottery  ? to  sell  cigarettes  to  minors  ? 

to  sell  hims  df  into  slavery  ? to  fix  cab-fares  ? _ , • 

2.  Mak(  a list  of  practical  obstacles,  as  distinguished  from  legal 
restrictions,  which  limit  industrial  freedom. 

3j  Our  present  system  has  sometimes  been  termed  an  industrial 
anarchy.  ''  Vhat  does  this  mean  ? Is  the  characterization  just  ? 

4.  Shoud  there  be  any  presumption  either  for  or  against  “state 
interference or  should  each  case  be  decided  upon  its  merits  ? What 
do  you  mean  by  “merits”? 

5.  How  does  it  happen  that  we  do  not  have  the  state  look  after  \ 

I 
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the  supplying  of  our  wants  instead  of  relying  on  individual  initiative  ? 
Do  you  know  of  any  case  where  the  state  does  carry  this  burden  ? 

6.  Does  the  government  violate  the  pnnciple  of  free  imtiativ 
by  (a)  subsidizing  steamship  lines  ? (6)  paying  bounties  for  kilhng 
woo^hucks?  Do  these  policies  imply  that  individual  imtiative  is 

an  inadequate  motive  to  economic  activity  ? * j • 

7.  Can  you  mention  cases  where  the  state  takes  part  dtrecUy  in 

mdustty  today^?any  indirectly  in  industry 

In  so  far  as  the  state  partidpates  in  industry  is  its  pa^- 
tion  intended  (a)  to  exclude  private  industry  ? {b)  to  compete  with 
private  industry  ? (c)  to  make  up  for  the  lack  of  private  industry? 

10.  To  what  extent  is  competitive  business  dominated  by  self- 

Does  the  ordinary  man  know  what  is  for  his  best  interest  ? 
Would  it  be  safe  to  assume  that  men  always  pass  an  mtelngen 
judgment  upon  the  advantages  and  disadvantages  of  any  course  of 
action  ? How  does  your  answer  bear  upon  the  validity  of  the  assump- 
tion that  free  competition  is  desirable  ? 

3.  Co-operation  through  Exchange  of  Goods 

Everyone  appreciates  that  the  modern  industrial  society  is  an 
“ exchange-society.  ” Practically  no  one  produces  all,  or  even  many, 
of  the  things  he  consumes.  It  is  not  so  generally  appreciated  as  it 
should  be  that  this  is  in  reality  a process  of  co-operation,  none  the 
less  real  because  carried  on  unconsciously.  No  formal  machinery 
has  been  set  up  by  conscious  action,  but,  as  Professor  Taylor  says, 

' our  co-operation  is  both  effected  and  regulated  by  exchange. 

Questions 

I Why  does  not  everyone  make  the  same  commodity  ? 

2’.  How  does  it  happen  that  the  things  produced  are  generally  the 

things  we  want?  . , j 

2.  Discuss  the  situation  of  a coal  miner  under  a system  accord- 
ing to  which  his  wages  could  consist  of  only  the  goods  he  produced. 
Could  coal  be  used  as  fuel  to  any  general  extent  under  such 

conffitions^  how  our  co-operation  js  effected  through  exchange. 

c.  Show  how  our  co-operation  is  regulated  by  exchange. 

6*  “Exchange  does  not  really  help.  Indeed  it  hinders.  Time 

and  energy  are  spent  in  merely  passing  goods  on.”  Do  you  agree  ? 

7.  Adam  Smith,  in  a famous  passage  in  The  Wealth  of  Nations, 
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observes  thal  every  individual  who,  in  pursuit  of  his  own  gain,  directs 
his  industry  in  such  a way  that  the  product  may  have  the  greatest 
possible  valuj,  is  “led  by  an  invisible  hand”  to  promote  unintention- 
ally the  pub  ic  welfare.  Should  you  accept  as  true  the  implication 
that  exchan  ;e-co-operation  completely  reconciles  the  interests  oi 
individuals  a nd  the  community  ? Are  individuals  ever  rcjwarded  for 
actions  whic  i yield  a present  benefit  to  some,  but  are  in  the  long  run 
detrimental  o society  ? 

8.  Are  tl:  e goods  which  sell  to  the  best  advantage  necessarily  or 
usually  the  i lost  serviceable  ? 

9.  Does  t he  manufacturer  know  the  precise  tastes  and  needs  of  the 
persons  who  are  to  use  his  product  ? Does  he  know  what  sorts  of 
goods  will  bf  most  readily  salable  through  wholesalers  ? In  deciding 
what  to  mai  e does  he  primarily  consider  the  nature  of  human  wants 

or  immediab"  market  conditions? 

10.  How  far  true  is  the  statement  that  exchange  leads  to  increase 
of  individual  wealth  rather  than  to  enhancement  of  the  general 
welfare?  Would  general  welfare  be  furthered  if  exchange-co-opera- 
tion  were  ab  indoned  ? 

11.  Attei  apt  to  summarize  the  social  benefits  of  exchange-co-opera- 
tion. . , 

12.  CouH  organized  exchange  exist  if  there  were  no  recogmtion 

of  private  pi  operty  ? 


4.  The  MoirEY  Economy 

Questions 

1.  To  w iat  extent  would  contemporary  industrial  methods  bt 
possible  if  tl  e device  of  money  had  never  been  adopted  as  a means  ol 
facilitating  ( xchange  ? 

2.  How  ( ould  you,  without  reckoning  in  terms  of  dollars  and  cents 
or  other  mo:  letary  units,  answer  such  a question  as  (a)  by  how  much 
did  exports  < xceed  imports  in  a certain  year  ? (b)  how  large  a business 

does  X tran  ;act  ? (c)  does  your  farm  pay  ? 

3.  If  the  money  value  of  the  wheat  crop  should  some  year  exceed 
the  money  ^ alue  of  the  previous  crop  by  100  per  cent  should  you  say 

the  crop  wa  > twice  as  great  as  before  ? 

4.  Is  me  ney  an  adequate  measure  of  (a)  effort  ? (b)  utility  ? (c) 

welfare  ? 


The  inti  icacies  of  exchange  and  of  the  money  economy  can  be 
only  very  s\  perficially  touched  upon  at  this  stage  of  the  study.  But 
it  is  import;  ,nt  from  the  start  to  recognize  two  principles,  neglect  of 
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which  introduces  a certain  element  of  confusion  mto  subsequent 
analvsis  unless  great  pains  be  taken  to  make  allowance  for  thern.^ 

(1)  In  an  economic  system  based  on  exchange  the  _ irnmediate 
advantage  of  a bargain  is  more  likely  to  occupy  men  s minds  and  to 
determine  their  actions  than  is  concern  for  the  ultimate  good  which 
may  result  to  society.  Consequently,  in  dealing  with  many  problems 
individual  advantage  and  social  advantage  must  be  considered 
separately.  The  corresponding  distinction,^  between  ^dividua  or 
acquisitive  gain  and  social  gam,  is  of  much  importance  and  no  little 
difficulty.  The  interests  of  the  individual  and  of  society  are  not 

necessarily  opposed,  but  they  often  may  be.  ^ _ 

(2)  Eclmomic  quantities  are  expressed  sometimes  m terms  of  num- 
ber bulk,  etc.,  and  at  other  times  in  terms  of  money  value.  Thus  a 
job  may  be  said  to  involve  three  days’  labor,  or  six  dollars  e.^^- 
diture  for  wages;  a crop  may  be  estimated  as  1,500  bushels,  or  $800, 
a spinning  mill  may  be  described  as  of  so  many  spmdles,  or  in  terms  of 
the  money  invested.  Of  these  two  forms  of  expression,  the  pecuniary, 
or  money-value  form,  is  probably  the  more  usual  m ordinary  lan- 
guage; but  on  the  other  hand,  in  the  investigation  of  problems  it  may 
Lll  be  more  important  to  deal  with  days  or  hours  of  labor,  or  with 
the  visible  form  of  the  result.  Neither  termmology  can  be  adequately 
translated  into  the  other.  Logically,  therefore  economics  as  a sys- 
tematic science  should  adhere  to  one  or  the  other  consistently.  In 
this  book  logical  consistency  is  consciously  sacrificed  in  the  attempt 
to  present  each  of  the  several  economic  questions  m the  form  which 
seems  most  appropriate  to  the  purpose  of  an  elementary  course. 
The  student  is  cautioned  to  guard  himself  as  far  as  possible  agams 
confusion  in  consequence  of  this  change  of  viewpomt. 


D.  THE  PRODUCTIVE  PROCESS 


I.  The  Meaning  of  Production 

II.  Natural  Agents  and  the  Productive  Process 
HI.  Labor  and  the  Productive  Process 

IV.  Capital  and  the  Productive  Process 
V.  Organization  and  the  Productive  Process 


I.  The  Meaning  of  Production 

Production  is  the  bringing  mto  existence  of  furnkh'th” 

order  to  satisfy  the  wants  which  nature  does  not  freely  furnish  t 
m »ans  to  satisfy  As  has  been  seen  these  goods  may  be  material  o 
mn  ”4terial,  and  it  is  not  possible  to  say  that  one  form  is  more 

“The  does  not  exist  as  a thing  in  itself,  separate 

fiom  threxcha^e  Ld  distributive  processes.  But  at  this  pomt  m 

n rstudv  emphasis  will  primarily  be  placed  on  the  productive  aspect 
o ir  study  empnasis  p Healing  with  complex  and  mteractmg 

^oeno"  rnectsa^”~t  to  such  abLacdons  chiefly  as  a 

method  of  exposition. 

Questions 

I Give  examples  of  the  crearion  of  form-utilities;  of  place-utflities; 

" Ti:a“SL“d'  of  exchange,  or  of 

productive:  cold  storage;  the 
, xpjesf  busljies^  the  Lil  ser^vice;  the  telephone  service;  a «tafl 
randy  business;  speculative  buying  of  gram  to  be  held  tor  a 

T.^re  book-agents  producers  or  mere  parasites  on  the  industry 

°5^]?o^ou  agree  with  the  doctrine  that  what  one  man  gains  at 

.rade  that  agriculture  and  mining  are  the  only 

Forms  of  industry  truly  productive,  inasmuch  as  manufacture  merely 
Srates  the^^mmo^dhies  which  agriculture  and  mmmg  have  pro- 

duced.  Criticize  this  argument. 
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7.  Do  social  conditions  guide,  restrict,  or  otherwise  influence 

production  ? If  so,  give  concrete  examples. 

8.  Is  a poor  crop  a sign  of  a poor  farmer  ? of  a poor  farm  ? of  a 

poor  season  ? ... 

9.  Can  you  establish  which  is  the  more  important  factor  m pro- 
duction; human  ability  or  the  responsiveness  of  our  surroundings? 

10.  Can  one  establish  that  nature  aids  more  in  one  industry  than 

in  another  ? 1 • ( 

11.  Describe  carefully  what  “production”  involves  m the  case  of 

(a)  coal;  (6)  lumber;  (c)  hay;  (d)  champagne;  (e)  watches;  (/) 

books.  . . 1 r 11 

12.  Production  has  been  classified  descriptively  as  foUows: 

A.  Material  Production 

a)  Mere  occupancy 

b)  Extractive  industries 

c)  Manufacturing 

d)  Transportation 

B.  Non-Material  Production 

a)  Ideas  with  economic  consequences 

b)  Work  of  credit  institutions 

c)  Services,  e.g.,  work  of  domestics,  teachers,  etc. 

Give  illustrations.  Draw  up  a classification  of  your  own. 


In  the  following  sections  (II-V)  we  shall  be  concerned  with  an 
analysis  of  the  various  parts  or  agents  of  the  productive  process. 
Much  of  the  matter  to  be  presented  is  descriptive  rather  than  strictly 
logical,  and  much  of  it  has  to  do  with  the  technique  of  industry.  In 
dealing  with  these  agents  of  the  productive  process  it  is  particularly 
important  to  observe  the  precautions  suggested  on  p.  13,  and  to 
ciiscriniin3.t6  (ot)  b€tw66n  the  individ.u3,l  3.nd  the  social  viewpoint,  and 
(b)  between  the  pecuniary  terminology  and  the  terminology  which 
reckons  with  labor-time,  and  with  number  or  bulk  of  materials  and  of 

output. 

II.  Natural  Agents  and  the  Productive  Process 

1.  The  Function  of  Natural  Agents  in  the  Productive  Process 

2.  The  Increase  of  Production  as  Determined  by  Land 

3.  The  Conservation  of  Natural  Resources 

The  term  “natural  agents,”  in  this  connection,  includes  all  factors 
and  conditions  affecting  production  which  are  non-human  and  essen- 
tiallv  independent  of  human  effort  and  ingenuity. 
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I.  The  FurcTiON  of  Natural  Agents  in  the  Productive  Process 

Questions 

1.  Give  examples  of  industries  peculiarly  dependent  on  gravita- 
tion, rain,  vind,  sunshine,  tide,  moisture,  temperature,  qualities  of 
soil. 

2.  How  have  natural  conditions  affected  the  industry  of  Michigan, 
Greenland,  Egypt,  Central  America  ? 

3.  Whai  are  the  chief  natural  resources  of  the  United  States  ? In 
respect  of  v hat  resources  is  the  United  States  pre-eminent  ? 

4.  In  hi;  practical  discussion  of  “natural  agents”  the  economist 
largely  con  ines  his  attention  to  what  is  generally  known  as  land. 
Can  you  ju  itify  this  ? 

5.  Whica  of  the  various  physical  properties  of  land  are  of  special 
importance  to  (a)  the  lumberman  ? (b)  the  miner  ? (c)  the  manufac- 
turer ? {d)  he  shopkeeper  ? (e)  the  traveling  salesman  ? (/)  the  civil 
engineer  ? g)  the  fisherman  ? 

6.  Is  lai  d necessary  to  all  production  ? How  about  the  services 
of  the  domi  istic  servant  ? 

7.  Generalizing  your  answers  to  the  two  preceding  questions,  in 
what  funda  nental  ways  does  land  aid  in  production  ? 


V 


2.  The  Increase  of  Production  as  Determined  by  Land 

a)  Phys  'cal  Limitation  of  Land 

b)  Exhaustion  of  the  Powers  of  Land 

c)  The  .MW  of  Return.  (This  law  is  discussed  here  as  applying 
only  ;o  land.  A wider  application  of  the  principle  will  be  made 
later  under  the  topic  of  “Organization.”) 

Questions 

1.  Is  th'tre  any  limit  to  the  amount  of  land  ? 

2.  Whai  is  made  land?  Can  land  be  made  by  draining ? irrigat 
ing  ? fertili  dug  ? addition  of  sand  or  clay  ? 

3.  Whai  is  meant  by  the  expression  “exhausted  land”?  What 
properties  c f land  are  subjected  to  exhaustion  ? 

4.  Whai  is  rotation  of  crops  ? Why  is  it  resorted  to  ? 

5.  Why  should  a farmer  ever  break  up  new  land  ? 

6.  Why  does  any  farmer  cultivate  more  than  one  acre  at  any  one 
time  ? 

7.  Why  are  different  qualities  of  land  under  cultivation  ? 

8.  State  the  principle  of  diminishing  returns  from  land. 
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9.  What  is  intensive  cultivation  ? What  is  extensive  cultivation  ? 
Give  examples. 

10.  Explain  the  term  margin  of  cultivation^  distinguishing  between 
the  extensive  margin  of  cultivation  and  the  iutensive  margin  of  culti- 
vation. 

11.  Work  out  a demonstration  of  the  fact  that  the  profitable 
limit  to  intensive  cultivation  is  reached  at  the  point  where  the  return 
to  the  last  imit  of  labor  and  the  last  unit  of  capital  corresponds  to 
the  return  to  labor  and  capital  on  land  at  the  extensive  margin  of 
cultivation. 

12.  Is  the  best  land  always  utilized  first?  Did  the  Plymouth 
colonists  cultivate  the  best  soils  in  America  ? Did  they  presumably 
cultivate  at  the  outset  the  most  fertile  land  in  Plymouth  ? Why  ? 

13.  Does  the  fact  that  many  New  England  farmers  have  moved 
westward  to  better  land  disprove  the  law  of  diminishing  returns  ? 

14.  In  what  sense  is  it  true  that  the  extension  of  agriculture  and 
manufacture  involves  resort  to  land  less  fertile  or  less  advantageously 
situated  than  the  land  previously  in  use  ? 

15.  A certain  farmer,  by  draining  and  fertilizing  his  land,  has 
gradually  so  improved  it  that  it  would  now  yield,  to  the  same  amount 
of  labor,  twice  as  much  product  as  formerly.  Nevertheless,  the 
cultivation  of  this  land  has  from  the  first  been  attended  with  diminish- 
ing returns.  Explain. 

16.  Point  out  clearly  the  distinction  between  diminishing  returns 
from  land  and  declining  fertility  of  land. 

17.  Distmguish  clearly  (a)  increasing  returns  from  land;  (b)  utili- 
zation of  better  land;  (c)  better  utilization  of  land  according  to 
existing  agricultural  methods;  (d)  effects  of  the  discovery  of  new 
and  improved  agricultural  methods. 

18.  Does  the  law  of  diminishing  returns  apply  to  land  only  in  the 
case  of  its  use  for  agricultural  purposes  ? 

19.  Does  the  law  of  diminishing  returns  apply  to  a coal  mine?  to 
building  sites  in  the  center  of  a city  ? 


3.  The  Conservation  of  Natural  Resources 

Questions 

1.  Does  conservation  mean  non-utilization  of  natural  resources, 
or  such  utilization  as  shall  cause  a minimum  impairment  of  the  natural 
resources  of  the  future  ? 

2.  A man  owns  a tract  of  timber  on  a mountain  side.  If  he  leaves 
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it  in  its  n£  tural  state  the  old  trees  will  die  out  and  be  wasted,  the 
growth  of  : lew  trees  will  be  slow,  and  the  presence  of  dead  wood  and 
underbrusl  may  increase  the  danger  of  loss  by  fire.  If  he  cuts  gradu- 
ally and  s(  ientifically  he  may  get  a regular  income  from  the  timber 
removed  aid  yet  improve  the  quality  of  what  remains.  If  he  cuts 
all  off  at  once  he  will  realize  the  largest  immediate  revenue  above 
expenses  o lumbering,  but  the  land  will  be  wasted  by  washing  and  by 
a useless  s ;cond-growth.  Which  procedure  would  be  conservation  ? 

3.  Doe  i conservation  require  a sacrifice  of  the  present  generation 
for  the  bei  lefit  of  future  generations  ? On  what  grounds  could  such 
a sacrifice  oe  demanded? 

4.  It  ij  argued  that  the  public  land  policy  of  this  country,  by 
disposing  < f lands  at  a nominal  price,  has  led  to  wasteful  agriculture. 
What  is  msant  by  wasteful  agriculture?  Would  anyone  deliberately 
waste  his  1 >wn  land  ? 

5.  European  visitors  to  the  United  States  have  often  been  shocked 
at  the  apparent  wastefulness  of  the  extensive  cultivation  practiced 
on  Americ  in  plantations  and  farms.  Would  it  have  been  less  waste- 
ful to  pra(  tice  farming  in  this  county  after  the  fashion  of  European 
peasants  v ho  build  stone  terraces  to  hold  the  soil  on  hill  slopes,  or 
carry  horn  i by  hand  bundles  of  hay  which  they  have  mowed  on  the 
mountain  ;ide? 

6.  Wh:  t should  you  say  to  the  statement  that  nobody  can  afford 
to  practice  conservation  in  his  own  interest  until  most  of  the  resources 
which  mig  it  have  been  conserved  are  already  exhausted  ? Does  this 
suggest  th  It  conservation  should  be  a governmental  function  ? 

7.  Sine  e the  beginning  of  the  petroleum  industry  in  this  country 
the  output  has  been  doubling  every  nine  years.  At  this  rate  of 
developme  nt  the  present  known  supply  of  petroleum  will  be  exhausted 
by  1935*  What  measures  might  be  adopted  to  make  the  supply  hold 
out  longei  ? Have  substitutes  for  petroleum  been  invented  in  the 
past  ? Cc  n you  foresee  further  substitution  ? 

8.  It  las  been  contended  that  the  supply  of  phosphates  in  the 
United  St:ites  should  be  guarded  by  prohibiting  their  export.  Would 
this  be  wi;  e ? If  other  nations  retaliated  by  prohibiting  the  export  of 
their  raw  iroducts  should  we  be  better  or  worse  off  than  before  ? 

g.  The  coal  supply  in  this  country,  according  to  a recent  estimate, 
will  be  ex  lausted  in  1 50  years.  What  economies  in  the  use  of  coal 
might  be  ] >racticed  in  order  to  conserve  this  resource  ? 

10.  Suggest  methods  of  safeguarding  the  future  of  our  timber- 

supply. 
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III.  Labor  and  the  Productive  Process 

1.  The  Definition  of  Labor 

2.  The  Elements  of  the  Labor  Power  of  a Community 

3.  The  Conservation  of  Human  Energy 

4.  The  Increase  of  Population 


1.  The  Definition  of  Labor 

Questions 

1.  Should  the  effort  of  a dray-horse  be  called  labor?  ^ 

2.  Give  examples  of  human  activity  which  should  imquestionably  J 

be  regarded  as  labor.  . • u I 

3.  Give  examples  of  human  activity  which  clearly  is  not  to  be  , 

regarded  as  labor.  „ , , , , , : 

4.  Is  the  effort  of  the  following  to  be  called  labor;  a banker,  a I 

college  football  player,  a professional  baseball  player,  a promoter, 
an  opera  singer,  a hod-carrier,  a preacher,  a voluntary  settlement- 

worker?  , , r 

5.  Should  you  call  the  hod-carrier  a laborer  if  he  worked  tor 

pleasure?  Should  you  call  the  college  football  player  a laborer  if 

he  were  given  his  board  ? , 1 1 • • J 

6.  In  order  that  human  activity  should  be  regarded  as  labor  is  it  p 

necessary  that  it  should  (fl)  be  attended  with  a sense  of  unpleasant 
effort?  {b)  be  physical  rather  than  mental?  (c)  be  intended  as  a 
means  to  an  end,  rather  than  be  desirable  in  itself?  {d)  actually 
result  in  a product  ? (e)  result  in  a material  product  ? ( / ) command  1 

remuneration  in  money  or  the  equivalent  ? 

7.  In  the  light  of  the  preceding  questions  how  should  you  define  i, : 

labor?  * . . 

8.  Is  the  necessity  of  labor  peculiar  to  the  present  organization  j 

of  society?  Can  you  conceive  of  any  social  reform  which  might  m 

abolish  the  necessity  of  labor  ? 1 

i 

2.  The  Elements  of  the  Labor  Power  of  a Community 

a)  The  Number  of  Laborers  (see  the  topic  “Increase  of  popula-  ; 

tion”  below) 

b)  The  Efficiency  of  Each  Individual 

i.  Health  and  Strength 

ii.  Mental  Qualities 

iii.  Moral  Qualities 

iv.  Social  Conditions 


J 
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c)  T im ! of  Labor 

d)  Dim  don  of  Labor  (treated  under  “ Organization  ”) 

Questions 

1.  Whi ,t  is  meant  by  “efficiency”  of  labor  ? 

2.  Is  e;ficiency  an  absolutely  definite  quality,  inherent  in  an  indi- 
vidual, an  1 independent  of  social  conditions  ? 

3.  Ho^’  largely  is  efficiency  due  to  (a)  innate  capacity  ? (6)  train- 
ing and  tl  e opportunity  to  work  at  the  task  for  which  one  is  best 
fitted  ? 

4.  Mei  tion  some  of  the  mental  qualities  which  ordinarily  conduce 
to  the  effi(  iency  of  a workman. 

5.  Whi.t  moral  qualities  can  you  cite  to  explain  the  superior 
efficiency  < >f  American  laborers  ? 

6.  WoiJd  ambitious  and  alert  self-interest,  apart  from  social  or 
altruistic  i lotives,  result  in  the  highest  efficiency  of  labor  ? 

7.  To  > ffiat  extent  is  the  efficiency  of  labor  dependent  on  the  intel- 
ligence an(  I consideration  shown  by  employers  ? 

8.  Judj  ;ing  by  the  present  direction  of  industrial  development,  is 
physique,  ntellect,  or  social  organization  likely  to  count  for  most  in 
any  future  increase  of  productive  efficiency  ? 


3.  The  Conservation  of  Human  Energy 

The  fol  lowing  scheme  indicates  some  of  the  forms  of  the  waste  of 
human  energy: 

examples  of  the  waste  of  human  energy 

a)  Desi  'uctive  Occupation 

i.  Persons  Consciously  or  Unconsciously  Engaged  in  Work 
Contrary  to  Public  Interests:  criminal  classes. 

ii.  Persons  in  Unhealthful  or  Hazardous  Occupations;  child- 
h borers;  women  working  under  unsuitable  conditions. 

b)  Dept  ndency 

The  Unemployable:  defectives;  degenerates;  invalids;  per- 
sons temporarily  ill  or  disabled. 

c)  Idleness 

i.  1 he  Unemployed 

ii.  T 'he  Voluntarily  Idle 
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d)  Inadequate  Occupation 

The  Imperfectly  Employed:  uneducated  persons;  persons  in 
occupations  unsuited  to  their  capacities,  as  a result  of  ignorance, 
thoughtlessness,  conventions,  or  lack  of  opportunity;  dilettanti. 

Questions 

1.  Analyze  the  causes  for  the  different  forms  of  waste  above 
indicated,  and  point  out  in  each  case  promising  means  of  reform. 

2.  Is  a waste  of  labor  power  involved  in  (a)  the  care  of  the  sick  ? 
(6)  the  care  of  persons  too  young  to  work  ? (c)  the  care  of  persons  too 
old  to  work?  {d)  compulsory  school  attendance?  (e)  premature 
death?  (/)  militarism?  (g)  debauchery? 

3.  A recent  investigation  showed  that  deaths  from  consumption 
amounted  to  36  per  cent  of  all  deaths  among  stone  cutters,  and  to  but 
6.2  per  cent  among  workers  on  farms.  What  is  the  reason  for  the 
difference  ? Can  the  evil  be  remedied  ? 

4.  The  deaths  from  accidents  in  Pennsylvania  coal  mines  for  the 
ten  years  1899-1908  reached  a total  of  9,937.  In  Illinois,  in  the  same 
ten  years,  1,391  deaths  in  coal  mines  were  recorded,  and  5,423  cases 
of  injury,  which  caused  an  average  of  53  days  of  disability  to  each 
of  the  men  who  ultimately  recovered.  Precautions  against  such 
disasters  would  be  costly  for  mine  owners.  Would  they  be  more 
costly  to  society  at  large  than  the  accidents  which  now  occur  ? 

5.  Of  the  29  millions  of  people  working  in  the  United  States  it  is 
estimated  that  over  half  a million  annually  are  killed  or  crippled — 
a greater  total  than  that  of  the  killed  and  wounded  on  both  sides  in 
the  Japanese-Russian  war.  Would  it  be  well  to  supplement  the 
peace  movement  by  an  equally  serious  attempt  to  lessen  the  risks  of 
industry  ? 

6.  A competent  authority  estimates  that  “the  actual  economic 
saving  annually  possible  in  this  country  by  preventing  needless 
deaths,  needless  illness  (serious  and  minor),  and  needless  fatigue,  is 
certainly  far  greater  than  one  and  a half  billions,  and  may  be  three  or 
more  times  as  great.”  In  view  of  the  fact  that  the  minimum  estimate 
here  given  amounts  to  about  three  times  the  total  ordinary  annual 
receipts  of  the  federal  government,  and  rather  exceeds  the  annual 
aggregate  value  of  exports  from  the  United  States,  should  you  regard 
the  conservation  of  human  energy  as  a less  important  economy  than 
the  preservation  of  forests,  water-power,  or  mineral  lands  ? 

7.  European  statistics  indicate  that  the  average  length  of  life  has 
roughly  doubled  since  the  sixteenth  centmy.  Consider  the  economic 
saving  involved.  Has  the  limit  of  improvement  been  reached  ? 

8.  What  judgment,  considering  the  matter  from  the  point  of  view 
of  production,  is  to  be  passed  on  an  idle  rich  man  ? 
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g.  Are  Ihe  members  of  the  leisure  class  presumably  persons  oi 
greater  or  h ss  capacity  than  the  average  man  or  woman  ? How  much 

does  society  lose  by  their  idleness  ? , i.  • / \ 

10.  Is  ii  possible  to  tell  by  a man’s  earnings  whether  he  is  (a) 

destructive!  y employed  ? (b)  imperfectly  employed  ? 

11.  Does  the  fact  that  many  persons  go  to  college  for  soaal 
opportuniti  3S,  rather  than  to  fit  themselves  for  work,  cause  them  to 
be  more  or  less  imperfectly  employed  than  they  would  otherwise  have 

been  ? , • j 

12.  Car  you  demonstrate  that  it  would  be  to  the  economic  advan- 
tage of  the  community  at  large  if- every  workman  received  such  wages 
as  should  e lable  him  to  work  at  maximum  efficiency— i.e.,  to  produce 
the  largest  possible  output  relatively  to  the  cost  of  his  maintenance  ? 

Is  such  a r<  suit  actually  attained  ? Why  ? 

13.  Cite  instances  in  which  the  competitive  system  tends  (a)  to 

increase  th ; waste  of  human  energy;  (b)  to  prevent  such  waste. 

4.  The  In(  rease  of  Population 

a)  Natu  ral  Increase 

b)  Imm'gration 

The  th  iory  of  population  has  commonly  been  discussed  as  if  it 
were  essen  dally  the  explanation  of  the  number  of  laborers,  because 
the  supply  of  labor  has  some  relation  to  the  total  population.  In 
deference  1 0 that  usage  it  is  introduced  at  this  point ; though  properly 
the  problen  of  population  is  much  broader  and  involves  not  only 

man  as  a | >roducer  but  also  man  as  a consumer.  ^ 

Popula  dons  are  increased  (a)  by  excess  of  births  over  deaths,  or 
natural  in(  rease,  and  (6)  by  excess  of  immigration  over  emigration. 

a)  Natura ' Increase 

i.  The  Problem  of  Numbers 

ii.  The  Problem  of  Quality 

i.  The  Pn  blent  of  Numbers 

Questions 

1.  Sta'  e in  your  own  words  the  Malthusian  theory  of  population. 

2.  Whm  was  Malthus’  Essay  on  the  Principle  of  Population  pub- 
lished? ’Vas  the  increase  of  population  greater  cause  for  concern 

then  than  now?  Why?  .1  j 

3.  Poi  It  out  the  relation  between  the  Malthusian  theory  and  the 

law  of  din  inishing  returns  from  land. 
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4.  What  are  positive  checks?  preventive  checks?  How  has  the 
relative  importance  of  these  two  classes  of  checks  changed  since 

^^S^^What  is  the  standard  of  living  ? Does  the  standard  of 
affect  the  birth-rate?  How?  Does  it  affect  the  death-rate ? How  ? 

6.  Should  you  expect  the  practice  of  preventive  checks,  for  eco- 
nomic reasons,  to  be  most  effectual  among  the  poor,  the  classes  of 

moderate  means,  or  the  rich  ? . ■ u \ 

7.  Statistical  investigations  of  the  birth-rates 

the  poorest  quarters  of  a number  of  cities  have  ir.dicated  that  the 
birth-rate  among  the  very  poor  is  commonly  from  three  to  five  time 
as  high  as  among  the  very  rich.  What  economic  explanations  of  th  s 
phenomenon  can  you  suggest  ? What  other  social  factors  may  help 

5. ^Is  there  any  present  danger  of  overpopulation,  in  general? 

g.^Does  the  phenomenon  of  “race  suicide”  disprove  the  Mal- 

Try  t^restate  the  essential  idea  of  the  Malthusian  theory  in  a 
form  which  you  believe  is  true  today. 

ii.  The  Problem  of  Quality 

\ 

Questions 

I.  The  following  figures  are  based  on  recent  vital  statistics  of 
graduate  classes  in  one  of  the  large  American  universities: 


Graduation 

Number  Graduated 

Sons  Bom 

187s 

142 

123 

1880 

I7S 

I4S 

188s 

193 

129 

1890 

302 

180 

Are  these  university  graduates  maintaining  their  own  numbers  in 
the  population?  Is  the  fact  a cause  for  apprehension  ? ^ 

2 In  general,  is  it  disadvantageous  for  society  that  the  educated, 
successful,  and  well-to-do  classes  should  be  characterized  by  a^m- 
paratively  low  marriage-rate  and  an  extremely  low  birth-rate?  \Vhy  ? 
^ ?.  Can  strictly  hereditary  human  characteristics  be  distinguished 

from  the  influences  of  parental  example,  education,  and  the  environ- 
ment in  general  ? In  the  interest  of  social  reform  is  it  important 

that  we  should  be  able  to  make  the  distinction  ? W hy  ? 

4.  The  new  science  of  eugenics  “deals  wnth  those  social  agencies 

that  influence,  mentally  or  physically,  the  raaal  qualities  of_  futine 
generations.”  In  practice,  eugenic  reform  may  attempt  primarily 
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either  (a)  to  encourage  the  increase  of  the  best  elements  in  the  popu- 
lation, or  (5>)  to  prevent  the  increase  of  the  worst.  Which  policy 
seems  to  yc  u more  likely  to  be  successful  ? 

b)  Immigrction 

Migrati' m— the  redistribution  of  population— includes  internal 
migration  (is  in  the  case  of  persons  leaving  the  country  for  the  city), 
and  also  th ; migration  over  sea,  or  across  national  boundaries,  which 
we  rail  en  igration  and  immigration.  Immigration,  notably  con- 
spicuous ir  the  United  States,  calls  for  special  comment  at  this 
point  becai  se  of  its  bearing  upon  American  labor  conditions. 

Questions 

1.  Name  the  more  important  motives  by  which  persons  are 
(a)  caused  to  leave  the  country  of  their  birth;  (6)  attracted  to  other 

coimtries.  . . x * t 

2.  Give  examples  from  the  experience  of  this  country  of  types  ot 

immigrant;  whose  coming  has  been  due  to  the  several  causes  indicated 

in  your  an:  wer  to  the  preceding  question. 

3.  Exp’ain  the  great  fluctuations  of  the  movement  of  immigrants 

to  the  Uni  ed  States  since  1820.  ^ * 

4.  Whc  i great  change  in  the  prevailing  character  of  our  immigrants 

has  occurr  ^ within  the  last  generation?  ^ ^ 

c.  It  is  argued  that  cheap  immigrant  labor  is  hke  machinery 
an  added  aid  in  production  which  relieves  the  (native)  laboring 
class  from  heavy  and  disagreeable  toil.  Is  the  analogy  true  ? 

6.  Wh’  ^ do  so  many  employers  oppose  restriction  of  immigration  ? 
Is  such  op  position  in  accord  with  the  interests  of  society  in  general  ? 

7.  Whv  is  the  immigration  of  the  Chinese  subject  to  special 

restriction  > ? . , , , • 

8.  Wh  it  currents  of  internal  migration  have  been  observable  m 

the  Unite(  I States  ? . . . ^ , * 

o.  Studies  of  the  populations  of  great  cities  m Europe  and  Amer- 
ica have  j hown  that  ordinarily  nearly  three-fourths  of  city^wellers 
between  t le  ages  of  25  and  55  are  persons  bom  elsewhere.  Consider 
how  this  < vidence  of  the  drift  of  jiopulation  toward  cities  bears  ufwn 
the  problf  m of  distributing  throughout  the  United  States  our  foreign 
immigran  s,  over  85  per  cent  of  whom  enter  the  country  at  New  York, 

Boston,  P ailadelphia,  and  Baltimore. 

10.  W luld  restriction  of  immigration  be  justified  if  the  congestion 
of  immigi  ants  in  cities  and  along  the  seaboard  could  be  prevented, 
and  the  f<  Teign  elements  distributed  over  the  whole  country  ? 
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I,  It  has  been  contended  that  our  fwpulation  is  no  larger  today 
than  it  would  have  been  if  there  had  been  no  immigration.  Can 

aw  imi^,  ahould  they  limit  the  numbm  oi  tttmtigtanta.  oi  lie 

test  of  the  quality  of  immigrants,  or  do  both  ? 


IV.  Capital  and  the  Productive  Process 

1.  The  Definition  and  Function  of  Capital 

2.  The  Accumulation  and  Conservation  of  Capital 


I.  The  Definition  and  Function  of  Capital 

From  the  social  point  of  view  capital  may  be  the 

instruments  which  man  uses  m production,  ihe  question  01  wno 

mainly  from  the  so.^1  point  of  view-i.e..  as  producers  goods. 

Questions 

I.  Make  a list  of  things  which  are  clearly  capital. 

2 Make  a list  of  things  which  are  clearly  not  capital. 

3.  Make  a list  of  things  concerning  the  classificaUon  of  which  you 

are  m double  capital:  pig  iron;  a plow;  candy  on  the 

sheWes  of  a retail  dealer;  a package  of  tobacco  belonging  to  a laborer, 

^ '"‘‘e”SpitS  his  been  described  as  (a)  future  goo^;  W inchoate 
wealth;  fc)  intermediate  products,  ^hat  as^ct  of  thejuncto^^ 
capital  does  each  of  these  phrases  suggest  ? Illustrate  each  y 

“ Name”some  employment,  if  you  can.  in  which  labor  produces 

without^ca^pitd.  sense 

product  apart  from  the  employment  of  labor?  apart  from  the  us 

's^'The  process  of  producing  with  the  aid  of  capital  has  been 
called  indirect  or  roimd about  production.  Why  ? 
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o Whv  { o to  work  to  make  a machine  to  make  a machine  to 
ma&  a mad  ine  to  produce  a pair  of  shoes  ? Would  it  not  bdt^ 
to  avoid  all  hat  roundabout  process  and  have  a cobbler  make  them 

in  the  intention  of  the  owner  determines 

whether  a t:  ling  is  capital  or  not.  Is  this  statement  alw^s  true 
Is  it  ever  tr  le  ? Could  a cotton  mill  be  a consumers  good  ? Sup- 
pose the  ow]  ler  exchanged  it  for  a country  house;  would  the  mill  their 

be  capital  ^ education  is  the  best  of  investments.”  Is  an  edu- 

^^^i^2.”should^you  regard  as  capital  the  trained  skill  of  M an  opera- 
singer  ? (b)  a portrait-painter  ? (c)  a surgeon  ? (d)  a stone-cutter  ? 

Capital  is  subdivided  into  fixed  and  circulating  capital, 
specialized  £ nd  free  capital.  Give  examples  of  each  sort  of  capital. 

14  What  does  the  business  man  ordinarily  mean  when  he  speaks 
of  capital  ? Is  his  view  essentiaUy  different  from  that  which  is  out- 
lined here  ? 

15.  Is  money  capital?^ 

16.  Are  securities  capital? 

17.  Stati  the  main  points  of  difference  between  capital  and  land. 

18.  Cap  tal  has  been  variously  defined,  with  reference  to  produc- 
tion, as  (a)  wealth  (excluding  land)  devoted  to  the  further 

of  wealth;  b)  wealth  (excluding  land)  devoted 

(c)  past  products  devoted  to  further  production.  Wluch  definition  do 
prefer  i Why  ? Do  these  definitions  embody  the jdea  suggested 
by  such  fer  ns  as  “ future  goods,”  or  “inchoate  wealth  ? 

2.  The  Ac:umulation  and  Conservation  of  Capital 

The  citation  of  capital  goods  is  due  to  the  fact  that  persons, 
attracted  by  the  superior  efficiency  of  capitalistic  production,  are 
induced  to  forego  consumption  which  they  might  have  enjoyed  and 
to  devote  to  the  making  of  producers’  goods 

would  ha\e  been  expended  in  maffing  goods  for  their  immediate 

satisfactioi . Other  aspects  of  the  accu^mulation  of 
will  be  considered  in  connection  with  the  problem  of  the  rat 
interest.  Attention  is  here  concentrated  on  the  economic  importance 
of  the  accumulation  and  maintenance  of  the  capital  goods  which 

saving  mal  :es  possible. 

Questions 

I.  Assuming  that  capital  has  in  general  been  found  to  increase 
the  efficier  cy  of  industry,  show  (a)  that  diminution  of  capital  regulariy 
involves  social  loss;  (b)  that  an  individual  may  sometimes  benefit  bv 
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f •*  1 Kiif  that  such  individual  advantage  is 
ed?f  t ota  decrease  in  the  productivity  of 

'-r  goS  capit°ai-.g..  " 

n W?Sn:  ? mat  is  a “depre-  ^ , p 

ciation  charge”  ? ^prides  to  eo  into  the  silk-spinning 

4.  Suppose  a sugar  r fin^r  deades  |o 

S sSse  cS  he  his  c^piLl  from  one  industry  and  tnvest 

it  '“  another  ’''P* 

fn  welfare 

t sfol”ifnlmally  expect  a great  fire  to  increase  the  amount  , , 3 ^ 

of  employment  sSd;  “Fortunately, 

8.  Speaking  o ^ Fmolovnient  will  now  be  found 

to  benefii  should  not  be  forgotten  or  mini-  V i 

Tbt  tette"^ 

m”the“^^^  the  more  useful  member  of 

society  ? 


V.  Organization  and  the  Productive  Process 

1'  m'&ornrnic  Proportioning  of  the  Productive  Factors 
Present  Forms  of  Industrial  Organization^ 

4 Modern  Organization  Exemplified  by  Certain  Industries 

“^eb  ?heTroim  ^ the  main  features 

society,  ih  p . see  how  the  forces  we  have  been  dis- 

of  the  present  , . b xhis  inquiry  is  not  an  inquiry 

underlie  them. 
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1.  SPECIALIZi  lTION 

a)  special  ization  in  Relation  to  Exchange 
h)  The  Se  baration  of  Occupations 

c)  The  D'i  vision  of  Labor 
^ Territo  ’ial  or  Geographical  Specialization 

i.  Grc  uping  of  Related  Industries 

ii.  Grc  uping  of  Many  Plants  of  the  Same  Industry 

e)  Factori  Limiting  the  Degree  of  Specialization 

1 Thi  Nature  of  the  Industry  , 

ii’.  Thr  Extent  of  the  Market.  (Note  the  relaUon  of  trans- 

por  :ation  to  the  extent  of  the  market.) 

iii.  Soc  ial  Institutions 

iv.  Fin  ancial  Organization 

Questions 

I Is  am ' specialization  of  economic  activity  possible  so  long  as 

woman  cool  s and  weaves,  while  the  man  hunts  or  cultivates  the  soil, 

Can  i w “fnk  of  anyone  today  who  engages  in  e«^  kind  of 

4 Why  c2i  Ze  be  produced  by  i given  number  of  persons  d 

^rrii^JiSrap^  the  use  of  capital 

e:fm?es‘Cm  ^ZZ^l^Ir^aUcn  of  (u)  the  di^^ion 
of  labor;  (lO  terntorial  grouping  of  related  mdustries;  (c)  temtoria 

Wha ZtlvSXued'^o  the  specialWion  you  have 

GWe  "tl  SseTttotP^iiaation  is  limited 

^^Can  specialization  b^ arried  as  fat  in  bicycle  tepau  shops  as 

““ftbrefa'4'T'of  spZiZZ’S'cc'i^Vtions  wUch  .are  made 

Dossible  b^'  the  degree  of  exchange  co-operation  whici  exists  wthin 
^ssibie  ^ Qf  . ooo  inhabitants;  (c)  large  cities. 

^“\Tlh:,w  f^dhcill^Zw  s'pecialization  bas  depended  on  the 

widening  c f the  market. 
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industry  has  enlarged  markets  ? , ^ nrocess  of  pin-making 

the  market  accompamed  the  transition  iro 

“ IhoZhow'^Siluzation  of  indusUy  in  respect  to  (^  products 

and  (W  Lation  is  related  to  the  dcvdopnmnt  of  ^ 

i6.  Cite  instances  where  social  institutions  anecr  me  & 

How“has  the  increasing  economic  freedom  of  women  r^cted 

• r ^\r\r\7  What  further  changes  may  be  expected?  , 

“P^S^Xe  “1  orglnizatfon  to  the  estent  of  | 

specialization.  | 

2 The  Economic  Proportioning  of  the  Productive  Factors 

The  question  of  the  proportioning 

discussing  it  the  following  distinctions  must  be  considered.  j 

■>  ■> 

,™iv, 

value,  j 4. 

i.  As  regards  the  product?  : 

ii.  As  regards  the  productive  factors  ? 

Questions  ' 

I.  A market  gardener  has  been  ' 

I 

Su^^o'sZthelartn^rl  6 men  on  Us^land 

but  doubled,  or  increased  a ‘'i'JeZi’Zequipment? 

Would  the  crop  increase  in  proportion  to  the  increase  in  eq  p 

Would  it  remain  unchanged? 
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? SuDDO  .e  the  gardener  continued  to  employ  6 men  with  the  ongi- 
toVbut  increased  lus  acreage  to 
acres.  Wou  d the  crop  increase  in  proportion  to  the  increase  ot 

orrMPP?  V ould  it  remain  unchanged ? v • i 

4.^Assun  ing  that  the  gardener  was  ori^naUy  cultivating  his  la 

intelliffentlv  what  should  he  do  to  double  his  crop  r _„oc;rtCT 

c The  ]>henomenon  of  diminishing  returns  (or  ® 
returns,  as  t re  case  may  be)  is  said  to  be  es^ntiaUy  dependent  on  the 

nroDortion  c f the  productive  factors.  Explain. 

^ 6 Devis  ^ an  illustration  of  (fl)  increasing  returns  from  a spmning- 

miU;‘  (6)  Sndl??ons  of 

fi)^^thout  refeTence  to  money  value;  (2)  fedTrST^^^’ 

tha^the  ^ r^cSpim  product  of  industry  is  greater  today  than  two 
hundred  ye  irs  ago  ? 

3.  Present  Forms  of  Industrial  Organization 

a)  Form  f of  Business  Organization 
h)  The  t'ize  of  the  Most  Efficient  Unit 


a)  Forms  tf  Business  Organization 

i.  The  Individual  Firm 

ii.  The  PartnersWp 

W.  SipSrTtivf  Enterprise  (treated  under  “Social  Reform”) 

Questions 

I.  WhLt  are  the  chief  points  of  difference  between  a corporation 

Whrw^'it  that  the  corporation  <hd  not  become  a cordon 
form'  of  b isiness  organization  until  the  mneteenth  century?  What 

were  the  u sual  forms  of  organization  before  that  time  ? . , 

^ Wh  it  advantages  has  a corporation  as  compared  with  a partner 
ship?  A,e  the^rany^ects  in  which  a partnership  has  advantages 

“^‘’Thit^I’VhXnfrmVny?  What  are  the  advantages 
afforded  by  this  form  of  organization?  What  are  its  objectionable 

features?  difference  between  a share  oi 

stoA  Mil  a bond?  Why  is  a bond  generally  considered  a safer 
investment  than  a share  of  stock? 
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"“t  wftm  :nd‘’°how  does  a corporation  secure  a charter?  What 

provisions  does  the  charter  £°oocTooo  of  s per  cent  mort- 

8.  A corporation  has  outsU”*;;?  $.0,000,000 

gage  bonds,  $10,000,000  of  7 p oFmincr*;  are  $ii  O';o,ooo;  total 

1=  fb^  .ant 

"un?  o^nrearntg^and^w  will  this  amount  be  distributed 
among  the  holders  of  different  jn  the  preceding 

*b\  would  be*?he  effS''upon  the  dividids  on  the  common 

fo"fu"soSe  n"t  elrn^gs  of  the  corporation  would  be  cut 
in  following  situation  existed: 

^ o*  Dividends 

Company 

A 8 cent 

I 

On  January  r,  .897.  a.  boljng  company  fo’p^^rfarm^gtts-^S; 
and  in  1897  D gets,  in  addition  to  the  former  earm  8 . 

*D  pars  were  d,ooo,ooo  ? 

b)  The  Size  of  the  Most  Efficient  Unit 

Questions 

X.  Is  it  Ukely  that  large  factories  will  ever  be  devoted  to  portrait 
'’"^"lor  w“™h  “-following  articles  - 

S'’St  glasrot-Sit  by 

pou^nfrenSrsjSeroM 

'’TGt«:Uzi47ouS  answSs  Jhe 


( 


\ 


^2  OUTLINES  OF  ECONOMICS 

fuU  caoadtv  (c)  economies  in  advertising;  (d)  utilization  of  by- 
n^d?ct^  (e)  siving  in  expenses  of  administration;  (/)  employment 
of  eraS  t.  chnLgicd  experts  and  managers;  (g)  development  o 
teiln  S use  of.Ughly  spedali«d 

of  patents;  (;)  maintaining  a pnvate  ins  laree- 

these  alleged  a dvantages,  showing  the  relation  of  each  to  (i)  la  g 
pToducticrL  atiiU  in  a single  large  plant;  W 

ie  unified  cor  trol  of  several  plants  in  different  localities,  (3)  P 

olv*  (4)  integi  ation  of  industry,  i.e.,  uniting  of  consecutive  processes. 
Arp  theie  anv  disadvantages  in  large-scale  production? 

7’.  Do  you  undemtand  that  aU  businesses  are  destined  to  become 

‘"T?he  gS^dufto  large-scale  production  are  sometimes  called 
“increasing^re  turns,”  and  on  this  ground  it  has  been  said  that  ^n- 
culture  is^noimaUy  marked  by  diminishing  returns,  manufartme, 
by  increasing  ret^s.  Are  the  advantages  named  m Question  s 

true  instances  of  increasing  returns?  • fn)  mininc* 

9.  Give  examples  of  the  integration  of  mdustry  in  (a)  min  g, 

(b)  manufacti  ring;  (c)  selling. 


4.  Modeen  C rganization  Exehplieied  by  Certain  Industries 

a)  Agricul,  ure 

b)  Transportation 

c)  Manufictures:  Large-Scale  Industry— the  Trusts 

No  attempt  is  made  at  this  point  to  treat  f 

discussion  is . lesigned  to  cover  merely  a few  illustrative  cases, 
a)  Agricultui  e 

Thk  indi  strv  is  properly  called  one  of  our  basic  industries.  It 
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Questions 

I.  The  rural  population  of  the  United  States  was  87.5  per  cent 
of  the  total  population  in  1850;  83.9  per  cent,  in  i860;  79.1  per 
cent,  in  A per  cent,  in  1880;  70.8  per  cent,  in  1890;  and 

66.9  per  cLt,  in  1900.  What  is  the  reason  for  the  decline?  Do 
the  figures  show  an  absolute,  or  only  a relative  falling  off  of  rural 

^^2^  What  causes  make  it  possible  for  the  percentage  of  our  popula- 
tion engaged  in  agriculture  to  decrease  steadily  ? 

3.  Why  have  many  people  left  the  farms  for  other  pursuits  ? Is 

this  misration  likely  to  continue  ? ,.1.1  1 

4.  What  reasons  can  you  assign  for  the  fact  that  large-scale 

production  is  not  a characteristic  of  this  industry  ? Do  you  thmk 

that  the  scale  is  likely  to  be  increased  in  the  future  ? 

c.  Agricultural  experts  teU  us  that  by  usmg  present  amounts  ot 
labor,  land,  and  capital  according  to  the  most  effiaent  plans  of  agn- 
cultukl  organization  already  known,  the  productive  eflicienc^  in  this 
industry  could  be  doubled  in  a year.  Why  is  this  not  done  ? What 

forces  are  making  in  this  direction  ? , j • 

6.  Do  you  think  the  forces  of  custom,  habit,  and  mertia  are 

stronger  in  agriculture  than  in  other  pursuits?  i • 4.1 

7.  What  do  you  think  the  agricultural  colleges  accomphsh  in  the 

improvement  of  agricultural  methods?  1 -i. 

8.  Explain  how  land  that  sold  for  $2  per  acre  when  it  would 

produce  75  bushels  of  com,  can  now  sell  for  $100  per  acre  when  it 
produces  only  40  bushels.  If  this  is  characterisUc  of  our  agricultural 
land,  has  this  natural  resource  increased  or  decreased  ? , . 

0.  When  good  means  of  transportation  opened  up  markets  tor 
the  produce  of  the  western  pioneers,  what  changes  took  place  in 

agricultural  organization  ? .r-  j r : ■> 

10.  Under  what  conditions  are  we  apt  to  have  diversified  farming  ? 

sinclc-crop  farming  ? ^ • r • : 

11.  Can  you  say  whether  the  tendency  of  Amencan  farmmg  is 

toward  or  away  from  extreme  specialization  ? 

12.  Give  examples  of  the  “integration  of  mdustry  m apedture. 
Why  were  there  no  immense  wheat  farms  when  the  Mupe 

West  was  first  settled  ? Why  did  they  appear  later  ? Why  are  they 

being  broken  up  today  ? ^ ^ tj 

14.  Why  is  agriculture  in  Europe  more  intensive  than  m the  Umted 

States ? 

15.  What  inventions  and  innovations  have  improved  the  con- 
ditions of  farm  life  in  recent  years  ? 
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b)  Transportation 

i.  Tra  isportation  in  General 

ii.  Rai  road  Transportation 


i.  Transp  ntation  in  General 


Questions 


I Mf  ntion  commodities  in  the  production  of  which  transportation 
is  the  Ai  :f  factor.  Can  you  thi^  of  commodities  m the  production 

"“bVSus^^oTS^^^^^ 

in  south  ^Illinois  costs  about  $2  at  Chicago.  The  superior  coal  of 
WeTw'^nia,  which  costs  $i  or  slightly  less  at  the  mine  jUs  for 
iiKmit  In  Chicago.  How  do  you  explain  this  enhancement  of  pnce  ? 
WhaJ  do  " it  sulfe  t with  refeLce  to  the  location  of  industry  ? 

3!  Ei  ineitfas  many  as  possible  of  the  means  used  for  the 

transDor  ation  of  goods  in  this  country.  • , . ^rvio 

a^A  Dackage  of  goods  is  shipped  from  London  to  Chi^go.  The 

frekht  c £ges  are:  for  the  ocean  transportation  from  London  to  New 

York  $2  and  for  railroad  transportation  from  New  Ymk  to  Chicago, 
It  Bui  ’ the  consignee  pays  50  cents  for  cartage  in  New  York  and 
50  cents  for  deUver?^ in  ^hfcago,  and  gives  25 

Lrries  t le  package  upstairs  at  the  destination.  Why  is  it  necessary 
to  pay  1 eariy  a Uiird  of  the  total  expense  for  carrying  the  goods  a 

thousam  Ith  part  of  the  total  distance  ? , , r r r « 

c B ‘fore  the  Erie  Canal  was  constructed,  the  hauhng  of  a ton 

f • over  the  roads  from  Buffalo  to  New  York  cost  $100.  As 
facilitie'  for  transportation  improved  it  was  found  that  a 
draw  on  a turnpike  three  times  the  load,  and  m ^ ^ 

five  tin-es  the  load  which  he  could  draw  on  ordinary  earth  roads. 
Today  = team  transportation  permits  the  profitable  shipment  of  wheat 
from^ieTr  WesI to  Live^ool.  Why  do  earth  roads  and  horse- 

acToun^f^^^^^^^^^  of  interest  in  waterways 

the  development  of  transportation  me*o^  in  general 
influenred  (a)  the  scale  of  industry?^  (b)  speciahzation ? (c)  dist 

‘'“t"  in  the  future  as  they 

'^'^0  *1  fha"been  contended  that  improved  ineans  of  transportation 
jave  b nded  (a)  to  equalize  conditions  of  living  in  different  parts  of 
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the  world;  (&)  to  better  the  living  conditions  of  the  lower  classes. 
Do  you  agree  ? 

ii.  Railroad  Transportation 

(a)  The  Development  of  Railroad  Transportation 
(J)  Characteristics  of  the  Railroad  Industry 
(c)  Railroad  Rates . 


(a)  The  Development  of  Railroad  Transportation 

Questions 

I Show  how  the  development  of  railroad  transportation  in  the 
United  States  has  been  influenced  by  (a)  the  inventions  of  the  mulrt- 
tubular  boiler  and  the  forced  draft;  (6)  coal  supply;  (c)  cheapened 

producUon  ^rSteel.^  construction  in  this  country  was  of  a flimsy 
and  temporary  character.  Has  that  fact  hindered  or  aided  advance 

"fllKaSty  ^examples  the  effect  of  the  following  factors  on 
the  location  of  railroads:  (a)  watercourses;  (b)  mountams;  (c)  ch- 

matic  conditions;  (d)  seaports.  j-  fVo 

4.  Have  American  railroads  m general  foUowed  or  directed  the 

course  of  settlement  of  the  country  ? j.  j 4.u^ 

5.  Has  railroad  transportation  relieved  or  aggravated  the  problem 

^6.  Has  the  American  railroad  in  greater  degree  benefited  the 

Dakota  farmer  or  the  London  consider?  ^ 

7.  The  efficiency  of  modern  railroad  transportation  is  attested 

by  the  example  of  a certain  American  railroad  which  is  said  to  haul 
freight  at  an  average  cost  of  one  mill  per  ton-mile.  Should  you 
regard  it  as  worth  your  while  to  carry  a ton  of  goods  a mile  for  a tenth 
of  a cent  ? How  is  the  railroad  able  to  do  it  ? 

(b)  Characteristics  of  the  Railroad  Industry 

Questions 

I Is  the  importance  of  capital,  as  contrasted  with  labor,  greater 

or  less  in  the  railway  industry  than  in  industry  in  general  ? 

2.  Is  the  capital  of  railroads  predominantly  fixed  or  circulatmg  ? 

specialized  or  free  ? , 

3.  Railway  competition  assumes  a great  variety  of  forms.  Show 
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how  the  bt  siness  of  a railroad  might  be  threatened  by  the  competi- 
tion  of  (a)  a parallel  railway  line;  (6)  a roundabout  railway  route, 
(c)  ocean  ravigation;  (d)  inland  waterways;  (e)  nval  inland  aties, 

^ ".''caT  a railroad  readily  withdraw  from  a region  in  which  com- 

^ 5 What  advantages  do  railroads  denve  ^rojn  (a)  large  scale  of 
operation,  as  such?  (&)  combination  of  parallel  lines?  (c)  con- 
Stion  )f  connecting  Unes  ? (d)  control  of  terminals,  docks,  etc.  ? 


(c)  Railrot’d  Rates 

The  or  iblem  of  the  determination  of  railroad  rates-— i.e.,  Ae  prices 
chargedTc  r the  sertdces  of  railroads-is  here  presented  for  discusaon 
before  the  subject  of  price-determination  in  general  has  been  reached. 
S studl  of  rates,  however,  so  clearly  reveals  some  of  the  economic 
characteristics  of  the  railroad  industry  that  certain  general  aspects 
of  rate-m£  king  are  taken  up  at  this  point. 

Questions 

1 If  s.  railroad  between  New  York  and  Chicago  is  already  m 
existence  md  trains  are  running,  what  added  cost  would  the  railroad 
incur  if  it  hauled  a five-pound  box  from  Chicago  to  New  York  ? 

2 Wc  old  it  be  good  business  policy  for  the  road  to  haul  such  a 
box  at  a rate  only  a little  in  excess  of  this  added  cost  if  it  could  gt 
no  more  i or  the  service  ? Would  it  be  good  policy  to  haul  all  traffic 

at  empty  cars  were  being  hauled  in 

Woffid  a ailroad  be  justified  in  offering  to  haul  traffic  in  that  direction 
at  very  1 )W  rates  ? If  so,  under  what  circumstances  ? _ If  not,^  why 
not?  Would  your  answer  be  the  same  from  a social  point  of  view  aa 
from  the  point  of  view  of  the  railroad  management? 

A.  Ex  plain  the  distinction  between  direct  cost  and  cost. 

Can  you  ^think  of  any  circumstances  under  which  it  would  be  ^se 
(a)  from  the  railroad’s  point  of  view,  (5)  froin  the  social  point  of  view, 

fnr  a.  rail roEcl  to  ch3.rg6  less  than  direct  cost?  zj-  -j  j 

c In  the  following  analytical  table  of  railroad_expenses  (di^dend 

navments  not  considered)  the  figures  of  column  III  showing  the  per- 
Sge  of  total  expenses  chargeable  to  each  spewed  class  of  e^en*- 
tures  ai“  divided  in  such  a way  as  to  indicate  how  much  in  each 
inSnce  must  be  paid  out  regardless  of  the  voluine  of  riaffic  (coluinn 
I)  and  h iw  much  bears  a relation  to  the  volume  of  traffic  (column  I ). 
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1 

n 

III 

Independent 
of  Volume 
of  Traffic 

Dependent 
on  Volume 
of  Traffic 

Total 

25 

0 

1 

25 

3 

0 

3 

(jcnerai  opcrduiug  cA^cu»t;a  .•••••••••••• 

10 

6 

16 

JVlsunteiidiiCc  oi  way  ouu  ••••«•• 

7 

7 

14 

jMauitenancc  oi  cquipiucm.  ••••••••••••• 

14 

28 

42 

Uonaucting  transpurLaLiuu.  

Total  operating  expenses 

34 

41 

75 

59 

41 

100 

From  a study  of  the  above  table  should  you  expect  a railroad  to 
fight  strenuously  (a)  to  keep  traffic?  (b)  to  gam  new  traffic?  Why 

do  you  answer  as  you  do  ? . 

6 The  foUowing  table  illustrates  how  a lo  per  cent  increase  m 

traffic,  with  no  change  in  rates,  may  increase  dividends  122  per  cent: 

Before  the  After  the 

Increase  in  TraflSc  Increase  m Traffic 


Volume  of  traffic  represented  by 100 

Gross  revenue  represented  by 

Operating  expenses  (66.7)  of  which 

(a)  .5  are  not  affected  by  increase  of  traffic.. ...  33-3 

(b)  .4  are  affected  only  by  a large  increase  of  traffic  26.7 

(c)  . I is  affected  by  small  increase  of  traffic 6.7 

Fixed  charges ' y ' j' U ’ * W'l 

Total  cost  (operating  expenses  plus  fixed  charges). . . 92-4 

Available  for  dividends 7 • « 


no 

no 


33-3 

26.7 

7-4 

25.7 

93-1 

16.9 


What  do  you  think  would  have  been  the  result  if  there  had 
occurred  a 10  per  cent  decrease  of  traffic  ? Suppose  prices  of  mate- 
rials labor,  etc.,  rose  at  the  same  time  that  traffic  increased.  Should 
the  road  be  allowed  to  increase  its  rates  ? Can  you  answer  this  on 

the  basis  of  the  data  above  given  ? . ^ ^1, 

7.  Sometimes  it  is  argued  that  not  cost  of  transportation  but  the 

value  of  the  service  rendered  by  transportation  should  determme  the 
rate.  How  is  the  value  of  the  service  to  be  determined?  ^ 

8 Work  out  a concrete  case  in  which  “cost  of  service  gives  no 
guidance  in  rate-making.  Do  the  same  with  reference  to  value  of 

g.  Formulate  a statement  of  what  “charging  what  the  traffic  will 


bear”  means.  . , . j 1.  i. 

10.  Rates  on  California  and  Florida  frmts  are  made  such  &s  to 

enable  these  fruits  to  compete  even  in  each  other’s  territory.  Cah- 
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fornia  It  mons  are  similarly  enabled  to  compete  with  lemons  from 
Sicily.  Lumber  from  Oregon  competes  in  Boston  with  lumber  from 
Maine.  How  can  these  things  be  done?  Does  the  practice  of 
quoting  such  rates  benefit  (a)  the  fruit-grower  and  the  lumberman  ? 

(b)  the  ( onsumer  ? (c)  the  railroad  ? j . . , . , 

11.  A certain  railroad  runs  between  two  seaboard  cities  which  are 

also  con  lected  by  competing  railway  and  steamship  lines.  Between 
interme*  liate  points  on  its  own  line  it  has  a monopoly  of  the  freight 
trafl&c.  Under  these  circumstances  might  it  actually  charge  more  for 
the  shoi  t haul  between  two  intermediate  points  than  for  the  longer 
haul  bet  ween  the  terminal  cities  ? Why  ? Is  such  charging  of  higher 

rates  fo  ' the  shorter  haul  objectionable  ? 

12.  Suppose  you  were  a trafl&c  manager  and  a shipper  came  to 
you  wil  h a commodity  recently  brought  into  market,  asking  you 
to  nam(  a rate.  What  conditions  should  you  need  to  take  into 

account  ? ....  , • t-w  -u 

13.  What  is  meant  by  discrimination  in  rate-making?  Describe 

as  mam ' forms  of  discrimination  as  you  can  think  of. 

14.  ' ;s  there  any  objection  to  the  practice  of  selling  goods  cheaper 
in  large  quantities — c.g.>  cigars  at  10  cents  each,  3 for  a quarter  i 
Is  it  wiong  for  a railroad  to  sell  a monthly  commutation  ticket  at 
less  than  thirty  times  the  single-trip  rate?  Why  is  it  wrong  for  a 
railroad  to  quote  special  rates  to  a corporation  which  agrees  to  make 

large  ar  d regular  shipments  ? _ 

15.  The  cost  of  transportation  is  often  an  almost  negligible 
element  of  the  total  cost  of  an  article.  For  example,  the  transporta- 
Uon-cos  t of  assembling  at  St.  Louis  the  materials  for  a pair  of  shoes 
is  ij  C€nts;  and  the  average  cost  of  shipping  the  finished  shoes  to 
their  di  stination  is  from  2 to  3 cents  per  pair.  In  such  a case  is  it 
worth  \ ^hile  to  question  whether  the  railroad  rate  is  reasonable  or 

16.  State  the  principal  provisions  of  the  Interstate  Commerce 
Act  am . its  amendments. 

17.  ft  has  been  said  that  the  most  serious  defect  of  the  Interstate 
Comme  rce  Act  is  the  attempt  to  prohibit,  at  one  and  the  same  time, 

discrim  nations  and  pooling.  Explain.  . 

18.  If  the  competition  of  railroads  were  unqualified  by  open  or 

secret  iigreements  to  maintain  rates,  would  competition  by  itself 
be  suffi  :ient  to  assure  reasonable  railway  rates  ? 

19.  Why  does  the  competition  of  railroads  so  often  force  them  into 

receive!  ships  and  reorganization  ? , , . . 

20.  Are  the  economic  problems  of  the  railroad  business  essentially 

differer  t from  the  problems  of  any  modern  industry  in  which  indirect 
costs  nr  ake  up  a large  part  of  total  cost  ? 
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c)  Manufactures:  Large-Scale  Industry — the  Trusts 

i.  The  Origin  of  the  Trust  Problem 

ii.  The  Trust  Movement  in  the  United  States 

iii.  The  Promotion  and  Organization  of  a Trust 

iv.  Analysis  of  the  Causes  of  the  Growth  of  Trusts  and  the  Results 

of  the  Trust  Organization 

V.  The  Lines  of  Procedure  in  Dealing  with  the  Trust  Problem 


i.  The  Origin  of  the  Trust  Problem 

Monopolies  of  one  form  or  another  have  existed  from  the  earliest 
times,  but  the  present-day  trust  and  the  problems  to  which  it  gives 
rise  are  essentially  modern.  The  industrial  world  is  always  changing 
— ^is  in  a constant  process  of  evolution.  The  changes  in  the  industrial 
world  have  been  taking  place  so  rapidly  that  our  laws,  business 
ethics,  and  social  institutions  have  fallen  behind  and  have  become 
antiquated.  The  consequent  maladjustment  is  the  cause  of  many  of 
our  present-day  economic  problems — among  others,  the  trust  problem. 

Fundamentally  the  trust  is  the  product  of  that  stage  in  the  evolu- 
tion of  industrial  society  which  ushered  in  what  is  commonly  called 
modern  capitalistic  industry.  The  movement  began  m England, 
where  it  became  known  as  the  Industrial  Revolution,  and  later, 
through  a slow  evolution  rather  than  revolution,  spread  to  the  other 
more  advanced  nations.  Improvements  in  transportation  and  many 
mechanical  inventions  worked  together  to  bring  in  the  factory  system, 
with  a constantly  enlarging  scale  of  production  and  eyer-m creasing 
severity  of  competition.  The  characteristics  of  this  capitalistic 
industry  w’^ere  first  manifested  in  the  railroad  business,  but  soon 
they  appeared  in  other  industries.  Among  the  more  important  of 

these  characteristics  are  the  following:  _ 

a)  The  corporation,  which  facilitated  the  gathering  together  and 
direction  of  the  vast  sums  of  capital  now  required  for  successful 
business  undertaking,  became  the  dominant  form  of  business  organi- 
zation. Under  the  corporate  form  of  organization  there  appears  a 
growing  separation  between  investors  and  those  who  control  the 
investment,  thus  affording  the  latter  opportunity  for  manipulation, 
“high  finance”  methods,  etc.  This  is  especially  marked  m the 
holding  company — the  most  common  form  of  organization  among 

the  trusts.  1 j vu 

b)  Localization  of  industry  became  more  and  more  marked  with 

the  greater  division  of  labor.  ^ 

c)  Integration  of  industry  went  hand  in  hand  with  larger  scale  01 

production- 
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d)  Fierceness  of  competition  increased  as  the  size  of  a concern 
expanc  ed  and  the  number  of  rivals  decreased. 

e)  ■ :entralization  of  control  was  hastened  by  the  growing  severity 
of  con  petition  and  the  hope  of  saving  its  great  attendant  wastes, 
and  of  gaining,  in  addition,  monopoly  profits. 

Ou . of  these  conditions  came  the  modern  trust. 

Questions 

1.  Explain  carefully  why  each  of  these  characteristics  of  modern 
capita  istic  industry  should  lead  to  the  growth  of  trusts. 

2.  yVhat  is  a trust  ? 

3.  \re  all  trusts  monopolies?  Are  all  monopolies  trusts?  Is  a 
trust  I ecessarily  a corporation  ? a partnership  ? an  association  ? 


ii.  Th  Trust  Movement  in  the  United  States 

Thi  trust  movement  in  the  United  States  may  be  divided  into 
three  ] *eriods  according  to  the  form  of  organization  which  dominated 
ineadi:  1870-80,  pools;  1880-90,  trusts  (trustee  control);  1890-  , 

corpor  itions,  holing  companies. 

Up  to  1897  the  number  of  trusts  was  comparatively  small.  Most 
of  the  existing  trusts  were  formed  between  1898  and  1902,  when 
indust  ial  and  financial  conditions  were  especially  favorable  to  their 
formal  ion.  Since  1902  the  movement  has  been  much  slower. 

Questions 

1.  i^at  is  a pool?  a trust  (in  the  original  sense  of  the  term)? 

a hold  ng  company  ? j 

2.  ^hy  were  the  pool  and  the  trust  abandoned  and  the  holding 

compa  ny  adopted  ? , . . -i,  • t v 

3.  [s  the  movement  toward  combination  still  going  oni'  is  it 

likely  to  continue  in  the  future  ? 


iii.  The  Promotion  and  Organization  of  a Trust 

Questions 

1.  What  is  the  function  of  a promoter? 

2.  Explain  the  steps  by  which  a trust  is  organized. 

3.  What  is  meant  by  the  capitalization  of  a corporation  ? 

4!  What  is  meant  by:  (a)  capitalization  on  the  basis  of  original  cost 
of  prO'  luction  ? (b)  capitalization  on  the  basis  of  cost  of  reproduction  ? 
(c)  ca]  atalization  on  the  basis  of  earning  capacity  ? (d)  capitalization 
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on  the  basis  of  expected  earning  capacity  ? (e)  capitalization  on  ^e 
basis  of  cash  contributed?  (/)  capitalization  on  the  basis  of  tangible 

5.  What  is  stock-watering?  Why  is  it  resorted  to?  Is  it  prac- 
ticed only  by  the  trusts?  , , r 

6.  Does  stock-watering  harm  the  public?  the  purchasers  of  the 

watered  stock  ? the  creditors  of  the  corporation  ? 

7.  What  difference  is  there  between  the  act  of  a corporation 
which  floats  stock  at  par  with  a capitalization  based  on  earmng 
capacity,  and  the  act  of  an  individual  who  sells  a prosperous  business 

at  a high  figure  because  of  its  being  prosperous  ? , , , ,,  1 

8.  Would  the  evils  of  stock-watering  be  prevented  by  full  pub- 
licity ? 

9.  Explain  the  work  of  the  underwriter. 

iv.  Analysis  of  the  Causes  of  the  Growth  of  Trusts  and  the  Results  of 
the  Trust  Organization 

The  main  causes  of  the  growth  of  trusts  may  be  stated  as 

a)  The  advantages  of  large-scale  production. 

h)  The  prospect  of  obtaining  exorbitant  monopoly  profits 

(1)  By  control  of  selling  price 

(2)  By  superior  strategic  position  in  bargaining,  e.g.,  with 
the  seller  of  material  or  with  labor,  etc. 

c)  The  saving  of  the  wastes  of  competition,  e.g.,  the  better 
adjustment  of  production  to  demand,  saving  in  advertising, 

etc. 

The  following  have  been  minor  causes: 

d)  Special  privileges,  e.g.,  railway  rebates,  tariff  favors,  patent 

rights,  etc.  . . 

e)  Methods  of  competition,  e.g.,  factor  agreements  and  discrimi- 
nating prices. 

f)  Promoters’  profits,  made  in  organizing  trusts. 

Questions 

I.  The  following  classification  of  monopolies  has  been  made  by 
Bullock : 

a)  Personal  abilities 
h)  Legal  monopolies: 

(1)  Private,  as  patents,  copyrights,  etc. 

(2)  Public,  as  postal  business,  fiscal  monopolies,  etc. 

c)  Natural  monopolies: 

(1I  Control  of  raw  material. 
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(2)  Consumption  limited  to  locality  of  the  plant,  e.g.,  gas, 
railways,  etc. 

i ')  Capitalistic  monopolies,  agreements,  pools,  etc. 

Does  t his  classification  satisfy  you  ? Can  you  give  an  example  of 
each  k nd  of  monopoly  here  distinguished  ? Might  it  be  contended 

that  capitalistic  trusts  are  “natural”? 

2.  “The  trust  is  efficient  from  the  social  point  of  view.”  Why  or 

why  m )t  ? 

3.  Which  of  the  alleged  advantages  of  large-scale  production 
menticned  in  Question  5,  p.  31,  above,  are  to  be  obtained  without 
monop  oly  ? 

4.  ‘ The  trust  carries  the  germ  of  its  own  destruction.  The  alleged 
advantages  of  large-scale  production  are  fictitious  and  the  savings 
of  the  wastes  of  competition  are  more  than  offset  by  the  wastes  of 
monopoly.  Abolish  special  privileges  and  improper  methods  of 
compe  ition  and  the  trust  will  die  of  itself.”  Do  you  agree  ? Why 
or  wh^  not  ? 

5.  '[s  the  tariff  the  “mother  of  trusts”?  To  what  extent  is  it 
respon  ;ible  for  the  trusts  ? 

6.  vVould  the  abolition  of  the  tariff  destroy  trusts  or  result  in 

the  fo  mation  of  international  trusts  ? 

7.  [n  what  ways  does  the  granting  of  railroad  rebates  foster  the 

growtl  of  trusts  ? 

8.  Certain  of  the  trusts  allow  an  extra  discount  from  the  prices 
of  the:  r products  to  retailers  who  agree  not  to  sell  the  goods  of  any 
other  nanufacturer.  Is  this  practice  of  “factor  agreements”  objec- 
tionab  le  ? Why  ? 

9.  How  does  the  practice  of  discriminating  prices  favor  trusts  ? 

Is  thii  practice  confined  to  the  trusts  ? 

10.  Do  trusts  tend  to  raise  prices?  By  what  methods  can  this 

be  determined?  . . 

11.  How  do  trusts  affect  the  position  of  the  laborer  in  bargaining 

for  thi  sale  of  his  labor? 

12.  Are  there  social  or  political  evils  which  follow  from  the  growth 
of  tru:  ts  ? 

V.  Th  J Lines  of  Procedure  in  Dealing  with  the  Trust  Problem 

Questions 

1 . Enumerate  the  evils  for  which  the  trusts  can  be  held  responsible. 

2.  What  elements  of  good,  if  any,  do  you  see  in  the  trusts? 

3.  Under  the  circumstances  should  the  trusts  be  abolished,  be 

let  al(  ne,  or  be  regulated  ? 


THE  PRODUCTIVE  PROCESS 


43 


4.  What  has  been  the  policy  underlying  the  trust  legislation  of 
this  country  in  the  past,  and  what  has  been  accomplished? 

5.  Why  has  not  more  been  accomplished?  Was  the  policy  a 

wise  one?  . , .•  • •.  n, 

6.  What  can  be  accomplished  by  potential  competition  . Do  you 

think  potential  competition  is  an  adequate  solution  of  the  problern  ? 

7.  What  other  remedies  have  been  suggested  ? Do  you  believe 

them  to  be  adequate  ? , . * 

8.  Do  you  think  it  would  be  wise  to  attempt  to  regulate  the  trusts 

by  methods  analogous  to  those  used  in  regulating  the  railroads  ^ 

9.  If  you  were  to  attempt  to  regulate  the  trusts  in  such  a way 
as  to  strike  at  the  special  causes  of  the  special  evils  to  which  they 

give  rise,  what  remedies  should  you  suggest  ? , j 

10.  May  any  of  the  evils  of  “high  finance”  commonly  attributed 
to  the  trusts  be  more  properly  regarded  as  characteristic  of  corpora- 
tions as  such?  If  so,  which? 

11.  What  remedies  should  you  suggest  for  some  of  these  evils 
of  corporations  ? 


E.  EXCHANGE 

I.  Markets 
II,  Value 

III,  The  Mechanism  of  Exchange 

IV,  International  Trade 


We  have  seen  that  the  modern  industrial  society  is  an  exchange 
societ> . In  this  section  we  shall  study  the  exchange  processes  in  more 
detail,  or,  speaking  more  accurately,  we  shall  study  industrial  society 
with  e special  reference  to  exchange.  There  is,  of  course,  no  clear 
line  of  demarkation  between  exchange  and  the  productive  process; 
for  the  production  of  a good  is  not  complete  until,  through  exchange, 
it  is  b ought  to  the  consumer,  and  has  attained  its  full  utilities  of 
time  2 nd  place.  Nor  are  exchange  and  the  distributive  process 
strictly  separable.  With  such  intricate,  interacting,  and  complex 
phenomena  it  is,  however,  good  scientific  method  to  take  first  one 
point  < )f  view  and  then  another,  and  finally  to  seek  to  deal  with  the 
mattei  as  a whole. 


I,  Maikets 

We  have  come  to  assume  “market”  as  a factor  in  our  industrial 
life.  We  make  goods  “for  the  market”;  we  “go  to  market”;  we 
“stud>  the  market”;  we  speak  of  “ making  a market ” or  “spoiling 
the  mirket.”  These  expressions  could  be  multiplied  indefinitely. 
We  mi  LSt  consider  precisely  what  the  term  “market”  means. 

Questions 

1.  iVhen  people  congregate  at  a certain  place  and  exchange  goods 
by  bai  ter,  can  we  say  that  they  constitute  a market  ? 

2.  When  you  buy  chickens  from  a farmer  out  in  the  country  are 
you  b\  ying  in  a market  ? If  so,  what  constitutes  the  market  ? Is  it 
the  pli  .ce  ? the  operation  ? 

3.  Is  the  retail  grocery  store  a market?  For  whom?  Is  the 
place  t he  market  ? 

4 [s  the  wholesale  grocery  store  a market  ? For  whom  ? Is  the 
place  1 he  market  ? Suppose  this  wholesale  grocery  has  no  stock  on 
hand  liut  consists  merely  of  an  office,  an  office  force,  and  means  of 
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communication  with  importers  and  producers  and  customers,  is  it  a 

c Are  the  office  and  store  of  the  importer  a market? 

b!  When  you  speak  of  the  tea  market  do  you  mean  the  retailers 

market?  wholesalers’  market?  importers’  market? 

7 Sometimes  a distinction  is  made  between  a local  market  and  a 

world  market.  What  distinction  exists  ? 

which  have  a world  market?  Any  which  have  a local  market  r 

Under  what  conditions  vnll  goods  have  a local 

8,  Is  a stock  exchange  a market  ? Is  a produce  exchang  , 

for  whom  ? 

?o  °ShTw Tow  fhe  market,  as  you  have  defined  it,  has  a function 

” ‘?x.  “iTaf  we  “watch  the  stock  matket,”  just  what  do 

“t'^Where  is  the  market  that  establishes  the  market  price  of 
wheat  ? 


II,  Value 

1,  The  Nature  of  Value  and  Price 

2,  Demand  and  Supply  in  Relation  to  Value 

3,  Normal  Value  and  Normal  Price 

4,  The  Marginal  Utility  Explanation  of  Value 

5,  Analysis  of  Demand 

6,  Analysis  of  Supply 

7,  General  Questions  on  Value 


p 
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Xhe  Nature  of  Value  and  Price 

The  term  “value”  is  used  in  many  senses.  In  the  sense  of  what 
is  more  specifically  called  “value-in -use”  the  terin  is _ practically 
synonymous  with  “utility,”  Sometimes  the  word  value  is  employed 
^rith  L ethical  signification.  But  in  ordinary  economic  usage  value 
always  means  power  in  exchange.  For  the  economist,  the  study  of 
value  is  a study  of  the  terms  according  to  which  one  commodity  s 
given  for  another,  and  also  a study  of  the  part  that  value  as  thus 

defined  plays  in  the  economic  process.  ’ 

Price  is  value  expressed  in  terms  of  some  one  good,  ordinarily 

money,  taken  as  a standard.  _ In  our  everyday  eyenence  vnth 
economic  matters  we  are  more  likely  to  talk  of  price  than  of  valu  . 
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Questions 

1.  “Whiskey  is  not  wealth.  It  has  no  permanent  value  for 
societ  r”  In  what  sense  is  the  term  value  used  ? 

2.  “It  was  a valuable  lesson  for  me.”  In  what  sense  is  the  term 
value  used  ? 

3.  A mercantile  establishment  advertises  “the  best  values  in 
the  ci  y.”  What  is  meant  here  by  value  ? 

4.  Could  a thing  have  value  unless  desired  ? unless  scarce  ? 

5.  Draw  up  a sentence  in  which  the  word  value  is  used  in  the  sense 
in  which  the  economist  uses  it. 

6.  Would  a bag  of  gold  have  value  to  a shipwrecked  sailor  on  a 
rocky  and  deserted  island  ? Would  a loaf  of  bread  ? 

7.  What  good  is  actually  the  standard  in  price  calculations  today  ? 

8.  Just  what  is  a $5  gold  piece  ? If  gold  should  go  up  in  value, 
woulc  the  government  put  a different  quantity  of  gold  in  the  $5 
piece  ’ If  wheat  should  rise  in  value,  would  there  still  be  60  pounds 
in  the  bushel  ? 

9.  If  for  any  reason  the  value  of  gold  should  fall,  what  would 
happe  n to  prices  ? 

ic . Could  X change  in  price  and  still  have  the  same  value  relation 
to  a,  ( I,  and  c that  it  had  before  ? 

1 1 Can  there  be  a general  rise  or  fall  of  values  as  the  economist 
uses  t tie  term  ? 

12 . Can  there  be  a general  rise  or  fall  of  prices  ? 

13 . If  prices  fall,  is  the  general  wealth  of  the  country  any  less  ? 
Are  t]  lere  as  many  articles  of  value  as  before  prices  fell  ? 

14.  Is  value  an  absolute  property  of  things?  Is  the  expression 
“intr  nsic  value”  defensible — 

a)  As  an  expression  meaning  the  value  of  the  substance  of 
which  a thing  is  made:  e.g.,  “The  intrinsic  value  of  a 
silver  dollar  is  47  cents”  ? 

b)  As  an  expression  signifying  that  value  is  inherent  in  a thing  ? 


2.  Di:mand  and  Supply  in  Relation  to  Value 

T le  answer  to  the  questions  “ Why  does  so  much  of  this  commodity 
excha  nge  for  so  much  of  that  ? Why  not  for  more  ? Why  not  for 
less  ? ’ is  to  be  found  in  the  relationship  existing  between  demand  and 

suppl  y. 

Demand  and  supply  are  terms  of  which  the  general  meaning  is 
more  or  less  apparent,  but  which  are  by  no  means  easily  defined  with 
accuricy.  The  detailed  discussion  of  demand  and  supply  is  taken 
up  ir  secs.  4 and  5,  below.  Provisionally,  we  may  reckon  demand 
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in  terms  of  the  quantity  of  a good  which  will  be  purchased  at  a given 
price,  and  take  supply  to  mean  the  quantity  which  will  be  offered  for 
sale  at  a given  price. 

By  experience  of  market  conditions  one  may  with  some  approach 
to  accuracy  predict  how  many  units  of  a good  would  be  demanded 
in  a community  at  each  of  several  possible  prices.  Suppose,  for 
example. 

At  IOC.  per  lb.  there  would  be  taken  50  lbs. 
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This  tabular  statement  would  then  constitute  a demand  schedule. 
If  the  same  data  were  plotted  graphically  they  would  give  a demand 
curve. 

Again,  suppose  that 


For  ic.  per  lb.  there  would  be  supplied  o lbs. 
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This  tabular  statement  would  constitute  a supply  schedule.  The 
corresponding  graphic  representation  would  give  a supply  curve. 

Questions 

1.  Under  the  conditions  of  demand  and  supply  stated  in  the  above 
schedules,  at  what  price  per  pound  would  the  demand  for  the  com- 
modity be  equal  to  the  supply  ? 

2.  Can  you  establish  that  this  price  is  the  market  price  which 
will  prevail  under  the  assumed  circumstances  ? 

3.  Show  why,  under  the  assumed  conditions,  the  price  could  not 
be  4 cents  or  6 cents  per  pound. 
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4.  Dan  there  be  more  than  one  price  for  a given  commodity  in  the 
same  r larket  at  the  same  time  ? Why  or  why  not  ? 

5.  Plot  on  one  piece  of  paper  the  curves  representing  the  conditions 
of  den  and  and  supply  tabulated  above,  using  the  same  axes  and  the 
same  s :ale  for  both  curves.  What  point  is  common  to  the  two  curves  ? 
What  Joes  this  signify  ? 

6.  Will  doubling  the  demand  for  a good  double  its  value? 
(Dout  led  demand  means  demand  for  twice  as  much  as  before  at 
each  g iven  price.) 

7.  If  prices  vary  with  demand  and  supply,  how  is  it  possible  for 
a stop  ■ to  maintain  fixed  prices  for  many  commodities  ? 

3.  No  ?MAT.  Value  and  Normal  Price 

Th  e value  which  is  actually  fixed  by  the  competitive  conditions  of 
purch;  tse  and  sale  of  any  commodity  is  called  market  value.  Market 
price  i 5 market  value  expressed  in  terms  of  money. 

CcQtrasted  with  this  actual,  observed  market  value  (or  market 
price)  is  'normal  value  (or  normal  price) — the  ideal  value  (or  price) 
which  might  a priori  be  expected  to  prevail  in  the  long  run. 

N(  rmal  value,  in  its  superficial  aspect,  is  an  average  value,  above 
and  helow  which  momentary  market  values  fluctuate.  Regarded 
more  inalytically,  it  is  a standard  or  characteristic  value,  typical  for 
a give  Q commodity  and  for  the  industrial  and  commercial  conditions 
of  a { iven  period,  but  progressively  changing,  over  longer  periods, 
with  he  drift  of  economic  change.  This  latter  interpretation  of 
normj  1 value  can  be  more  successfully  taken  up  later  in  connection 
with  "Cost  of  Production.” 

Questions 

1.  Cite  instances  where  market  price  remains  the  same  over  con- 
siders ble  periods  of  time.  Cite  instances  where  market  price  fluctu- 
ates lapidly. 

2.  A shopkeeper  ad\'ertises  fabrics  at  39  cents  a yard,  “worth 
75  cents”;  umbrellas  at  S1.98,  “value  $3”;  and  handkerchiefs, 
“regtlar  50-cent  quality,”  at  3 for  $1.  Can  you  explain  these  state- 
ment; in  terms  of  market  price  and  normal  price  ? 

3.  Under  what  circumstances  might  a flower-vendor  at  a street- 
corne’  sell  flowers  for  less  than  normal  price?  Under  what  circum- 
stanc  ;s  might  he  sell  for  more  than  normal  price  ? 

4.  Would  a bad  crop  affect  the  market  price  of  corn  ? Would  it 

affect  the  normal  price  ? 

5.  Would  the  following  influences  disturb  (i)  the  market  price, 
(2)  Lie  normal  price,  of  the  commodities  respectively  concerned: 
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{a)  Late  frosts  in  a fruit-growing  region;  (6)  demand  for  moifrning  in 
a European  capital  following  the  death  of  the  Sovereign;  (c)  a week 
of  hot  weather  during  an  ice-famine;  {d)  destruction  of  local  timber- 
supply  by  forest  fires;  {e)  discovery  of  a method  of  making  artificial 
diamonds,  indistinguishable  from  the  natural  stones? 

6.  Why  does  the  price  of  wheat  in  the  United  States  generally 
fluctuate  between  certain  rather  definite  limits?  Why  does  it  not 
rise  to  $10  a bushel  ? Why  does  it  not  fall  to  10  cents  a bushel  ? 
Why  does  it  fluctuate  at  all? 

7.  Might  farmers  accept  3 cents  a quart  for  strawberries  some- 
times ? Do  you  think  they  could  accept  as  little  as  this  for  every 
quart  they  sold  and  still  remain  in  the  business  ? 

8.  Could  normal  price  be  determined  in  the  case  of  a commodity 
in  the  production  of  which  much  machinery  is  used;  especially  if 
improvements  of  the  machinery  are  being  rapidly  and  continually 
invented  and  applied  in  new  plants  or  in  the  newer  machines  of 
established  plants  ? 


4.  The  Marginal  Utility  Explanation  of  Value 


In  recent  years  the  doctrine  of  marginal  utility  has  been  much 
used  as  an  explanation  of  value.  It  has  been  severely  criticized, 
but  an  exposition  of  the  doctrine  is  justified  by  (a)  the  point  of  view 
it  contributes;  {b)  the  fact  that  the  student  in  his  reading  is  certain 
to  meet  with  the  terminology  of  this  doctrine. 

Marginal  (or  final)  utility  is  the  utility  of  the  last  or  least  impor- 
tant increment  of  supply.  The  term  final  utility  is  suggested  by  the 
diminishing  utility  of  successive  units  of  a good. 

The  principle  formulated  by  the  “marginal  utility  theorists” 
may  be  put  as  follows: 

The  market  price  of  a commodity  is  determined  by  the  valuation 
of  the  marginal  purchasers,  i.e.,  those  who  would  refuse  to  purchase 
if  any  increase  in  price  took  place.  To  these  purchasers  the  marginal 
utility  of  the  commodity  is  just  equal  to  that  of  the  money  required 
to  purchase  it.  Thus  it  is  frequently  said  that  market  price  is  deter- 
mined by  marginal  utility. 

If  the  conditions  of  supply  were  to  change,  another  set  of  pur- 
chasers would  be  placed  in  the  marginal  position,  and  w'ould  determine 
price  by  their  valuations. 

It  is  obvious  that  the  above  statement  of  the  marginal  utility 
explanation  of  value  is  in  complete  accord  with  the  demand  and 
supply  theory.  That  theory  does  not  deny  that  those  purchasers 
who  are  ready  to  drop  out  when  prices  rise  are  in  a position  to  exert 
a direct  influence  upon  price.  The  demand  and  supply  theory  lays 
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emphisis  upon  the  entire  volume  of  demand;  it  takes  for  granted 
varial  tility  of  part  of  the  demand.  The  marginal  utility  theory  lays 
emph  isis  upon  the  variable  part  of  the  demand;  the  existence  of  a 
largt  unvarying  demand  is  taken  for  granted. 

Questions 

1 . Is  marginal  utility  the  utility  of  the  last  unit  supplied  ? If  all 
the  units  of  a good  were  simultaneously  supplied  how  should  you 
liefim  marginal  utility  ? 

2.  According  to  the  marginal  utility  theory  of  value  how  can  you 
xpla  n ia)  the  high  price  of  diamonds?  (b)  the  low  price  of  drinking 

wale)  ? 

3.  Does  the  marginal  utility  theory  make  allowance  for  (a)  cost 
of  production?  (b)  normal  value? 

4.  “The  marginal  utility  theorists  ignore  supjdy  and  attempt  to 
ex[)la  n value  in  terms  of  demand  alone.”  Comment.  Is  marginal 
utilit  / independent  of  supply? 

5.  D fine:  marginal  buyer,  marginal  seller,  marginal  producer, 
marg  nal  cost. 

6.  When  two  men  bargain  to  fix  the  price  of  an  article  do  you 
imagi  ne  they  are  conscious  of  estimating  marginal  utility  ? 

7.  If  you  were  deciding  whether  to  spend  three  dollars  for  a 
dinnt  r or  to  use  the  same  money  for  a cheaper  dinner  and  some  new 
neckties,  would  your  choice  be  determined  by  considerations  of 
marg  nal  utility  ? 

5.  Analysis  of  Demand 

a)  Meaning  of  Demand 

b)  Determinants  of  Demand 

c)  Certain  Characteristics  and  Special  Forms  of  Dematid 

In  sec.  2 above  it  was  seen  that  the  forces  which  determine  values 
and  prices  work  themselves  out  through  demand  and  supply.  The 
further  investigation  of  demand,  and  of  the  forces  which  go  to  make  it 
up,  v\  as  temporarily  deferred.  This  investigation  will  now  be  resumed. 

a)  M eaning  of  Demand 

Questions 

1 Can  one  speak  of  the  amount  demanded  independent  of  value 
or  price  ? 

2 Does  mere  desire  for  a commodity  constitute  demand  ? 

3 Does  the  penniless,  hungry  tramp  “exercise  demand”  for 

breai  1 in  the  bakery  ? 
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4.  Does  fictitious  demand  ever  influence  values?  What  are 
“wash  sales”?  Why  do  they  take  place? 

b)  Determinants  of  Demand 

i.  Desire 

ii.  Effectiveness  of  Desire — Purchasing  Ability 

iii.  Persons  Affected 

i.  Desire 

(1)  Individual  Determinants  of  Desire 

(2)  Social  Determinants  of  Desire 

First  of  all,  if  a good  is  to  be  demanded  it  must  have  utility.  Men 
desire  it  because  it  will  contribute  to  the  satisfaction  of  wants.  }Ve 
must  therefore  in  this  connection  revert  for  a moment  to  the  subject 
of  the  nature  of  wants.  The  student  should  review  the  questions  on 
“The  Characteristics  of  Wants.” 

(i)  Individual  Determinants  of  Desire 

Questions 

1.  Does  the  intensity  of  one’s  desire  for  a unit  of  a certain  com- 
modity depend  upon  the  number  of  units  one  already  has  ? How  ? 

2.  A desires  a tennis  racquet.  So  does  B.  Assuming  that 
neither  has  a racquet  at  present,  does  it  follow  that  A’s  desire  and 
B’s  desire  are  equally  intense?  Is  there  any  way  of  telHng  which 

desires  the  racquet  more  urgently? 

3.  A and  B also  desire  tennis  balls.  Assuming  that  for  three 
tennis  balls  the  desire  of  A and  the  desire  of  B would  be  equal,  does 
it  follow  that  A would  feel  the  same  desire  for  six,  or  for  a dozen, 
that  B would  ? 

4.  A benevolent  person  gives  a jack-knife  to  each  of  several  small 
boys.  The  jack-knives  are  alike,  but  apparently  some  of  the  boys  are 
much  more  pleased  by  the  gift  than  others.  Reasoning  from  your 
answers  to  Questions  i,  2,  and  3,  what  explanations  could  you  suggest  ? 

5.  If  a wealthy  woman  were  offered  the  choice  between  a diamond 
and  an  ordinary  loaf  of  bread,  which  would  she  choose  ? Why  ? 
Are  diamonds  more  necessary  than  bread  ? Is  it  not  likely  that  the 
woman  in  question  actually  possesses  more  diamonds  than  loaves  of 
bread  at  the  moment  ? 

6.  It  has  been  stated  that  the  desire  which  mfluences  value  is 
not  the  desire  for  a commodity,  such  as  bread,  in  general,  but  the 
desire  for  some  particular  unit  of  the  commodity.  Explain  the 
significance  of  this  distinction. 
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7.  [s  it  the  real  or  the  supposed  qualities  of  a good  which  influence 

demar  d ? , , ^ ^ 

8.  blow  does  advertising  affect  demand  ? Does  it  create 

desires , or  cause  a desire  for  one  brand  of  goods  rather  than  another  r 
(2)  Sc  dal  Determinants  of  Desire 

Th  e influence  of  social  organization  on  methods  of  production  has 
been  pointed  out.  Social  usage  exercises  an  equally  fundamental 
influei  ,ce  on  the  tastes  and  habits  of  consumers,  and  therefore  on  the 

desire  for  goods. 

Questions 

1.  Do  goods  tend  to  be  less  valuable  when  out  of  style?  Why ? 

2.  What  distinction  do  you  make  between  necessities  and  luxuries  ? 
2.  Is  good  food  a necessity?  Is  a dress  suit  a necessity?  Does 

a mai  ever  try  to  live  on  less  or  worse  food  than  considerations  of 
healtl  would  suggest,  in  order  to  buy  a dress  suit  ? Why  ? 

4 Goods  which  are  required  by  social  custom  rather  than  by  me 
necesj  ities  of  physical  existence  are_  called  conventional  necessities. 

Give  • -xamples  of  conventional  necessities.  ^ 

c.  What  is  the  difference  between  luxuries  and  conventional 
neces!  ities  ? Can  you  give  examples  of  luxuries  which  have  become 

conve  ntional  necessities  ? „ r ..v  • i,u  u 

6.  Will  people  buy  the  same  things  regardless  of  the  neighborhood 

in  wh  ich  they  live  or  the  social  circle  in  which  they  move  ? 

7 Food  and  clothing  as  such  are  usually  reckoned  as  necessiUes. 
Are  the  actual  forms  of  food  we  eat  and  the  styles  of  clothes  we  wear 
neces:  ities  ? Can  you  mention  any  article  of  dress  which  is  without 
trace  of  luxury  or  convention  ? Try  to  distinguish  necessities  from 
luxur  es  and  conventional  necessities  in  a table  d hote. 

il.  Effectiveness  of  Desire — Purchasing  Ability 

Ohjective  demand  cannot  be  based  upon  desire  alone.  In  an 
excha  nge  process,  purchasing  ability  or  ef  ectiveness  must  accompany 

the  d isire. 

Questions 

1 . Does  purchasing  ability  imply  the  possession  of  that  which  we 

call  money?  . j j 1 . 

2.  What  is  meant  by  saying  that  a person  can  demand  only 

when  he  supplies  ? , j ^ 

3.  Can  a man  be  a consumer  and  yet  not  be  a producer  f 

4.  Is  a general  over-production  possible  ? 
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5.  “The  destruction  of  wealth  has  one  compensation  in  that  it 

increases  demand  for  goods.”  Comment. 

6.  “Demand  in  general  would  be  increased  if  employers  would 
raise  wages.”  Would  this  increase  the  total  output  of  products  ? 
Would  it  increase  total  demand?  Would  it  cause  a different  dis- 
tribution of  demand  ? 

7.  A rich  man,  for  recreation,  cultivates  a vegetable  garden  and 
supplies  his  own  household  with  vegetables.  Is  he  likely,  on  this 
account,  to  make  fewer  purchases  (a)  of  the  local  vegetable  dealer  ? 
(b)  of  tradesmen  in  general  ? 

8.  The  daughter  of  a well-to-do  family,  desirous  of  having  an 
occupation  and  an  independent  source  of  support,  goes  into  the  busi- 
ness of  artistic  bookbinding.  Does  this  work  hardship  for  poor 
bookbinders  who  need  money?  Does  it  injure  working  people  in 

general  ? 

9.  It  is  argued  that  if  articles  produced  by  convict  labor  are  put 
on  the  market,  honest  men  will  be  deprived  of  work.  Comment. 

10.  Does  total  demand  equal  total  money?  If  all  money  were 
wiped  out  of  existence  would  demand  disappear  ? 

11.  Can  an  individual  buy  more  than  he  sells  in  the  long  rim? 

12.  The  irrigation  projects  of  the  federal  government  are  opening 
up  for  settlement  large  tracts  of  land  that  were  formerly  desert. 
Will  the  settlement  of  these  tracts  increase  the  demand  for  products 
of  other  parts  of  the  country  ? How  should  you  proceed  to  determine 

the  extent  of  this  increase,  if  any? 

13.  “Demand  for  a good  is  made  up  partly  of  the  supply  of  other 

goods.”  Why  or  why  not? 

14.  It  seems  to  be  clear  that  the  effectiveness  of  a man’s  desire 
depends  (at  least  in  part)  upon  his  ability  to  offer  something  in 
exchange.  Will  it  also  depend  upon  his  willingness  to  offer  this 
something?  If  so,  upon  what  will  this  willingness  depend? 

15.  Does  advertising  increase  the  aggregate  demand  for  goods  in 
general  or  does  it  merely  cause  a redistribution  of  demand? 

16.  Is  desire  or  purchasing  ability  the  more  fundamental  factor 

in  demand  ? 

iii.  Persons  Affected 

The  relation  between  the  number  of  persons  affected  and  the  total 
demand  is  really  a matter  of  the  extent  of  the  market  and  is  so  obvious 
as  to  require  no  extended  treatment.  As  regards  the  (Afferent  types 
of  individuals  represented,  and  the  corresponding  variety  of  wants 
and  purchasing  abilities  involved,  the  problem  is  more  complex,  and 
can  here  be  only  brieflv  touched  upon. 
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Questions 

I.  Construct  a demand  curve  showing  the  demand  of  a typical 

famiiy  of  curve  be  changed  if  the  demand  of 

10,000  mch  families  were  taken  in  the  aggregate  and  the  curve  were 

H rfi  wn  lO  t-llC  SELinC  SC3.1c  3-S  t)0for0  ? jf 

Draw  up  three  different  schedules  of  individual  demand  for 

candiei  . Plot  a curve  representing  the  aggregate  demand  of  e 

three  s ;hedules.  Interpret  the  result. 

No  'E  -A  schedule  or  curve  of  aggregate  demand  represents  the  total  demand 

nt  diffe  ent  orices  for  a given  commodity  m a given  community  or  market, 
at  dine  em  prices  lui  a t,  tVip  <irhpdule  are  divided  by  the  number 

the  6gu  showmg 

^perl' . te  u?ed  to  exempli!?  diminishmg  utility  or  elasticity  o!  demand  (see 
below),  independent  of  other  factors. 

c)  Cer'mn  Characteristics  and  Special  Forms  of  Demand 

i Elasticitv  of  Demand  , , 

ii!  Alternative  Demand:  The  Principle  of  SubsUtution 

iii.  Derived  Demand 

iv.  Composite  Demand 

V.  Joint  Demand 

i.  Ela  dicity  of  Demand 

Demand  may  be  elastic  or  inelastic,  i.e.,  the  amount  demanded 
may  :hange  readily  or  slowly  with  change  of  price. 

Questions 

I.  Does  the  principle  of  diminishing  utility  manifest  itself  more 
mark  idly  in  the  case  of  some  goods  than  in  the  case  of  others  ? Giv 

"^"2  'is  elSuSy  of  demand  associated  with  gradual  or  with  abrupt 
dimii  ution  of  utility  as  the  amount  of  the  good  consumed  is  increased  ? 
3.  Is  the  demand  for  the  following  elastic  or  inelastic:  diamonds, 

salt^  -obacco,  bee^^s^^^  increase  in 

the  r umbe^r^de^nded  water  elastic  or  inelastic  when  the  water  is 
desir  id  for  (a)  drinking  ? (6)  cooking  ? (c)  washing  ? {d)  watering 
the  1 iwn  ? (e)  running  a water-motor  ? 
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6.  May  the  demand  for  a given  commodity  be  elastic  at  one  price- 

level  and  inelastic  at  another  ? Illustrate.  _ , • 1 +• 

7.  Draw  up  schedules  illustrating  elastic  and  inelastic  demand. 

Is  demand  elastic  in  the  case  of  a commodity  which  is  so  cheap 

that  the  users  are  near  the  point  of  satiety?  . . , 

0.  Name  some  familiar  commodity  the  elasticity  of  the  demand 

for  which  varies  markedly  according  as  the  purchaser  is  wealthy, 
poor,  or  of  moderate  means.  Illustrate  this  phenomenon  by  con- 
structing three  demand  curves,  representing  the  character  of 
demand  of  the  wealthy,  the  poor,  and  the  moderately  well-to-do, 

'^^^^kx^DoL  advertising  affect  elasticity  of  demand? 

11.  Draw  up  a series  of  general  statements  or  propositions  denning 

the  circumstances  under  which  demand  be  elastic. 

12.  Suppose  a sudden  doubling  of  the  amount  of  all  kinds  of 
goods  (by  a miracle,  if  you  choose).  Would  values  be  affected? 

ii.  Alternative  Demand:  The  Principle  of  Substitution 

Questions 

1.  Name  some  want  that  can  be  supplied  almost  equally  well  by 
two  different  commodities. 

2.  Does  the  availability  of  a satisfactory  substitute  ever  affect 

the  desire  for  a good?  Give  examples.  ^ 

3.  Is  any  one  article  of  food  a necessity  of  life  so  long  as  other 

kinds  of  food  may  be  had  ? r .1  * ;* 

4 How  does  this  principle  affect  (a)  the  utility  of  the  first  unit 

of  any  given  good?  {b)  the  diminishing  utility  of  successive  units? 

5.  Does  elasticity  of  demand  depend  upon  the  ease  wnth  which 

one  commodity  may  be  substituted  for  another? 

6.  Would  the  high  price  of  meat  affect  the  consumption  of  other 
kinds  of  food  ? If  the  tariff  on  woolens  were  removed,  would  other 
kinds  of  clothing  lose  their  present  market  ? If  barley  should  nse  in 

price  would  more  corn  be  used  than  formerly? 

7.  If  a field  is  well  suited  to  wheat-growing,  and  only  passably 
good  for  oats,  are  there  conditions  under  which  it  will  be  devoted 

T.  Is  there  any  substitute  for  physical  labor  ? for  mental  labor  ? 

9.  If  labor  in  China  rose  to  $i . 50  a day  the  demand  for  capital 

would  be  likely  to  increase.  Why  ? , , . . r u 

10.  Work  out  the  effects,  in  the  way  of  substitution,  of  the  exhaus- 
tion of  our  anthracite  coal  deposits. 
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iii.  De  ived  Demand 


Ve:  y commonly  the  demand  for  a commodity  is  a derived  demand. 
Produ'^ers’  goods  afford  examples.  Our  demand  for  them  is  really 
derive'  I from  our  demand  for  their  products.  Some  persons  call  this 
a case  of  derived  value.  Demand  and  supply  still  determine  value; 
but  th  e demand  in  this  case  is  of  the  kind  indicated. 

Questions 

1.  Mention  several  concrete  instances  of  derived  demand. 

2.  Is  demand  a derived  demand  in  the  cases  of  plows,  threshing 

machi  aes,  wheat,  flour,  bread  ? 

3.  Is  the  demand  for  labor  a derived  demand?  Would  the  same 

be  trt  e of  the  demand  for  land  and  for  capital  ? 

4.  Would  you  pay  more  for  a bushel  of  wheat  than  for  the 

produ  :ts  which  can  be  made  from  it  ? Why  ? ^ 

5.  Could  you  say  that  the  demand  for  property  which  yields  an 
income  is  derived  from  the  demand  for  t^e  income?  Does  this 
suggei  tion  throw  light  on  the  valuation  of  investments  ? 

6 A certain  bond  pays  5 per  cent  interest  on  its  par  value  of 
$1,000.  If  the  prevailing  rate  of  interest  on  similar  security  is  4 
per  c(  nt,  how’  much  would  an  investor  pay  for  the  bond,  assuming 
that  i . will  continue  to  pay  interest  indefinitely  ? If  the  bond  were 
due  t(  • mature  in  ten  years  would  it  sell  for  less  or  more  ? Why  ? 

7.  How  could  you  determine  the  price  you  should  ask  for  a piece 

of  agr  icultural  land  which  you  own  ? 
iv.  C<  mposite  Demand 

D.mand  takes  at  times  the  form  of  composite  demand;  i.e.,  one 
thing  is  wanted  for  many  purposes.  Thus  corn  is  wanted  for  bread, 
for  st3ck  feeding,  for  starch  manufacture,  for  glucose,  and  for  the 

distill  ng  of  alcohol. 

Questions 

1.  Give  six  other  examples  of  composite  demand. 

2.  Could  a commodity  be  subject  to  an  elastic  demand  for  one 
purpcse  or  want,  and  to  an  inelastic  demand  for  another  purpose — 

all  at  the  same  price  ? ^ u- 

3 Is  demand  a composite  demand  m the  case  of  fa)  machinery 

in  geieral?  \b)  printing-presses?  (c)  labor  in  general?  (d)  services 

of  co'c  chmen  ? {e)  land  in  general  ? (/)  WaU  Street  lots  ? (g)  matenals 

in  ge:  leraJ  ? (K)  bricks  ? {t)  cotton  ? 
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4.  What  significance,  in  this  connection,  attaches  to  the  dis- 
tinction between  (a)  specialized  and  free  capital?  (6)  skilled  and 
unskilled  labor?  (c)  improved  and  unimproved  land? 

V.  Joint  Demand 

Joint  demand  exists  in  case  the  demand  for  one  good  involves 
in  practice  a demand  for  another  also. 

Questions 

1.  What  commodities  are  demanded  jointly  with  (a)  cement? 
(t)  nails?  (c)  cameras?  {d)  flour ?^ 

2.  Give  six  other  examples  of  joint  demand. 

3.  How  would  cheapening  of  automobiles  affect  the  demand  for 

gasoline  ? 

4.  Is  demand  a joint  demand  in  the  case  of  (a)  machinery  ? {p) 

raw  material  ? (c)  land  ? {d)  labor  ? 

5.  Are  many  cases  of  joint  demand  also  cases  of  derived  demand  ? 

6.  Should  you  expect  to  pay  as  much  for  a barrel  of  flour  as  for 
the  bread  which  can  be  made  from  it  ? Why  ? 

6.  Analysis  of  Supply 

a)  Meaning  of  Supply 

b)  Determinants  of  Supply 

c)  Certain  Special  Forms  or  Manifestations  of  Supply 

The  following  analysis  of  supply  is  supplementary  to  the  brief 
treatment  of  demand  and  supply  in  sec.  2,  above,  and  parallel  to 
the  extended  investigation  of  demand  in  sec.  4. 

a)  Meaning  of  Supply 

Questions 

1.  Can  one  speak  of  the  amount  supplied  independent  of  value 
or  price  ? 

2.  Does  the  mere  existence  of  a commodity  constitute  supply  ? 

3.  Does  “supply”  mean  actual  supply,  or  potential  supply,  or 

both  ? 

4.  Does  the  supply  of  a commodity  ever  exceed  the  amount 
actually  in  existence  ? Consider  the  case  of  sales  of  cotton  or  grain 
for  future  delivers 
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b)  Deizrminants  of  Supply 

i.  Cost  of  Production,  Simplified  Treatment 

ii.  Indeterminate  Cost  of  Production 

iii.  Physical  Limitation  of  Supply 

iv.  Monopolistic  Limitation  of  Supply 
V.  Social  Determinants  of  Supply 


i.  Cos  of  Production,  Simplified  Treatment 

(1)  Uniform  Cost  per  Unit  of  Product:  “Constant  Cost” 

(2)  Different  Costs  for  Different  Units  of  Product 

Tie  term  “cost  of  production”  is  used  by  different  writers  in 
different  senses.  It  may  mean  either  (a)  the  effort  and  sacrifice 
invoh  ed  in  production,  or  (6)  the  money  outlay  for  wages,  interest, 
mater -als,  taxes,  etc.— i.e.,  the  expenses  of  production,  ordinarily  paid 
by  th(  • entrepreneur.  Each  usage  has  its  advantages;  but  the  second 
will  o dinarily  be  followed  in  this  book,  on  the  ground  that  expenses 
afford  a more  tangible  and  more  familiar  measure  of  cost  than  does 

Throughout  the  discussion  of  cost  of  production,  competitive 
condi  ions  are  assumed. 

(i)  Iniform  Cost  per  Unit  of  Product:  **  Constant  CosP' 

Questions 

1.  Is  a manufacturer  likely  as  a regular  policy  to  sell  his  goods  for 
less  t lan  cost  ? Under  competitive  conditions  is  he  likely  regularly 
to  sel  1 for  more  than  cost,  reckoning  as  part  of  the  cost  a minimum 
of  rei  urn  to  the  manufacturer  himself,  without  which  he  would  not 

rema  n in  the  business  ? , 

2.  In  the  following  schedules  what  will  the  price  be,  assuming 

cost ' )f  production  to  be  the  only  determinant  of  supply  ? 


Units 

100 

200 

300 

400 

500 

600 

700 


Cost  of  Production  demand  Schedule  A 

per  Unit 


per  Unit 

$I 


100  at  $4  each 
200  at  3 “ 
300  at  2 “ 

400  at  I “ 
500  at  7SC.  “ 
600  at  50c.  “ 
700  at  40c.  “ 


Demand  of  Schedule  B 

150  at  $3  each 
1 75  at  2.50  “ 
200  at  2 “ 

300  at  1.50  “ 
500  at  I “ 
700  at  75c.  “ 

1,000  at  60c.  “ 
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2.  Assume  cost  of  production  to  be  the  sole  determinant  of  supply. 
Construct  a supply  curve  to  represent  the  case  of  goods  increasable 
at  constant  cost,  and  show  that  whatever  demand-curve  be  drawn 
to  intersect  it  the  market  price  indicated  by  the  intersection  will  be 

the  sam^^  matter  what  the  market  fluctuations  may  be,  in  the  long 
run  cost  of  production  will  be  the  significant  thing  to  watch  in  the 

case  of  these  commodities.”  Why  or  why  not? 

5.  Do  concerns  ever  sell  below  cost  of  production?  If  so,  why? 

Could  they  continue  to  do  so  ? . 

6.  Does  cost  of  production  influence  market  price?  Does  it 

influence  normal  price  ? , . „ u tr,  the 

7 What  does  “cost  of  production’  mean  when  applied  to  the 

case  of  a commodity  on  which  practically  all  the  work  of  design  and 

execution  has  been  done  by  one  person  ? 


(2)  Different  Costs  for  Different  Units  of  Product 

(a)  “Increasing  Cost” 
ifi)  “Diminishing  Cost” 

The  production  of  some  commodities  is  subject  to  conditions  of 
increasing  cost-i.e.,  a larger  supply  is 

costlier  than  a smaller  supply,  Oto  commoities  ^ P'^ 
more  cheaulv  in  large  quantities  than  in  small.  _ It  is  to  these  tacts 

that  the  terms  “increasing  cost”  and  “diminishing  cost  app  y. 
They  do  not  refer  to  gradual  changes  brought  about  by  progress  in 
industrial  technique,  or  by  slow  exhaustion  of  the  soil. 

Questions 

I Assume  cost  of  production  to  be  the  sole  determinant  of 
suddIv.  “The  marginal-cost  theory  is  absurd.  Suppose  wheat  is 
selling  for  70  cents  a bushel.  A farmer  who  produces  at  an  average 
cost  of  50  cents  will  net  20  cents  per  bushel  and  will  therefore  be 
under  strong  incentive  to  increase  his  crop,  even  though  its  marginal 
cost  is  70  cents.  Thus,  average  cost  and  not  marginal  cost  is  the 

significant  thing.”  Why  or  why  not  ? _ . 

^2  “No  matter  what  the  market  fluctuations  may  be,  in  the  long 

run  cost  of  production  under  the  worst  circumstances,  or  marginal 
cost,  will  be  the  significant  thing  to  watch  in  the  case  of  these  com- 
modities.” Why  or  why  not?  . , 

3.  Assume  cost  of  production  to  be  the  sole  determinant  of  supp  y. 

What  will  the  price  be  in  the  following  case  ? 
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Supply  Schedule 

Demand  Schedule 

Number 

Supplied 

ToUl  Cost 

Additional 
Cost  due  to 
Additional 
Unit 

Price  per 
Unit 

Number 

Demanded 

7 

$231 

$36 

$36 

15 

8 

268 

37 

37 

14 

9 

306  1 

38 

38 

13 

10 

345 

39 

39 

12 

11 

38s 

40 

40 

11 

12 

426 

41 

41 

10 

4.  . Assume  cost  of  production  to  be  the  sole  determinant  of  supply. 
Draw  it  curve  of  increasing  cost.  Draw  a demand  curve  on  the  same 
diagram.  Double  your  demand.  What  is  the  effect  upon  price  ? 

5.  ;;s  “increasing  cost”  the  same  phenomenon  as  diminishing 

6.  ‘ In  the  case  of  goods  produced  under  conditions  of  dimiushing 
cost  \ alue  will  tend  toward  the  lowest  cost,  in  so  far  as  this  lowest 
cost  a. n be  realized  in  the  making  of  all  of  the  product  demanded. 
In  so  : ar,  however,  as  it  is  necessary  at  any  time  to  depend  for  part 
of  the  supply  on  production  at  a higher  cost,  the  case  resembles  the 
case  o;  increasing  cost,  and  values  tend  to  adjust  themselves  to  the 
marginal  cost,  or  cost  of  production  under  the  worst  circumstances. 
Assuning  cost  of  production  to  be  the  sole  determinant  of  supply, 

is  this  statement  correct  ? Explain. 

7 Draw  a curve  representing  dimimshing  cost.  Regarding  this 
as  a supply  curve,  draw  a demand  curve  intersecting  it  Draw 
anoth'  ;r  curve  representing  doubled  demand.  How  does  doubling  the 

demai  .d  afiect  the  price  ? 

8 Draw  a figure  to  show  that  when  supply  is  governed  by  con- 
dition s of  diminishing  cost  the  supply  and  demand  curves  may 
Sters  ‘Ct  in  two  or  more  points.  Which  intersection  will  represent 
norm;  1 value  ? Show  how  elasticity  of  demand  affects  this  problem. 

o.  The  decrease  of  costs  in  manufacture  as  a result  of  the  superior 
efl5de  icy  of  large-scale  production  has  often  been  called  increasing 
Is  tMs  a correct  use  of  the  term?  Give  a clear  instance  of 

incres  sing  returns  in  manufacture. 

ii.  In  ieterminate  Cost  of  Production 
(i'  Direct  Cost  and  Indirect  Cost 

(2'  Joint  Cost  , -r.  j 4.* 

(3’  Effects  of  Progress  in  Methods  of  Production 

(4  Appreciation  and  Depreciation 
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Under  the  complex  conditions  of  modern  industry  the  determ- 
nation  of  costs  is  an  extremely  obscure  and  difficult  problem.  The 
following  questions  suggest  some  of  the  difficulties  involved. 


(i)  Direct  Cost  and  Indirect  Cost 

Questions 

1.  Explain  what  is  meant  by  direct  cost  and  indirect  cost,  using 

illustrations  taken  from  the  railway  industry. 

2.  Explain  the  terms  prime  cost,  supplementary  cost,  fixed 

charges,  overhead  charges.  ^ j. 

3.  Would  it  be  good  policy  to  continue  operating  a cotton-miil 

if  the  earnings  were  insufficient  to  pay  (a)  dividends  ? (6)  regular 
interest  on  borrowed  capital?  (c)  cost  of  materials?  (d)  wages? 

4.  If  employers  paid  wages  at  a fixed  rate  per  hour,  regardless  of 
the  time  worked,  would  it  be  just  as  profitable  to  run  a factory  6 

hours  a day  as  to  run  it  10  hours  ? Why  ? ^ r • o 

5.  Why  are  night  shifts  of  workmen  employed  in  many  factones  ? 

6.  A newspaper  with  a circulation  of  90,000^  is.  printed  on  a pr^s 
designed  to  handle  an  edition  of  100,000  copies.  How  would  the 
cost  per  copy  be  affected  by  increasing  the  edition  to  (a)  95,000? 

(b)  150,000?  f 1 j 1.  4. 

7.  Try  to  point  out  important  economic  problems  of  the  day  that 

are  in  large  measure  due  to  the  way  in  which  heavy  fixed  charges 
affect  the  character  of  competitive  industry. 


(2)  Joint  Cost 

Questions 

1.  A family  employs  a coachman  who  works  at  odd  moments  in 
the  vegetable  garden.  Assuming  that  the  coachman  would  ^be 
employed  in  any  event,  how  should  you  estimate  the  cost  of  raising 

the  vegetables  ? . i-  1 

2.  Suppose  you  were  a farmer,  engaged  in  ordinary  general 

farming.  Could  you  tell  how  much  it  cost  (a)  to  fatten  a hog  for 
market  ? (b)  to  raise  a heifer  ? (c)  to  cultivate  pumpkins  between  the 

rows  of  corn  ? . , , 

3.  Is  there  a fairly  well  established  market  pnce  for  hogs,  or 

heifers,  or  pumpkins  ? Is  there  a normal  price  ? If  so,  how  can  it 
have  been  fixed  ? 

4.  Can  you  determine  the  actual  cost  of  butter  or  wool? 
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(3)  Ejects  of  Progress  in  Methods  of  Production 

Questions 

I.  “Every  time  a new  type  of  machine  is  installed  in  a factory 
the  C(  >st  of  producing  the  product  manufactured  there  is  in  some 

degrer  reduced.”  Comment  on  this  assertion.  u 

^2.  Should  you  accept  as  true  the  statement  that  on  the  whole 
the  ost  of  production  of  manufactured  articles  is  gradually  but 

stead:  ly  falling  ? If  so,  can  you  explain  why  ? u * i,  . w 

II.  It  is  sometimes  said  that  not  cost  of  production  but  what  it 

woulc  cost  to  reproduce  a commodity,  is_ the  real  cost-factor _ m sup- 
ply. What  is  the  meaning  of  this  distinction?  Is  the  point  well 

In  a factory  the  old  machinery,  as  it  wears  out,  is  gradually 
replai  :ed  by  machinery  of  the  latest  iniproyed  pattern.  Consequent  y , 
some  of  the  machinery  at  any  one  time  in  use  is  supenor  to  the  rest 
of  the  equipment.  Under  such  conditions,  how  is  cost  of  production 

At  a given  time  the  supply  of  cotton  cloth  is  derived  from  (a) 
new^'and  up-to-date  plants;  (6)  obsolete  plants;  (c)  Prog^^e 
nlanl  3,  vnth  some  old  machinery  and  some  new  machinery.  All  these 
plams  are  working  to  their  full  capacity.  Which  cost  of  production 

will  1 >e  significant  in  determining  the  price  of  the  cloth  ? , , ^ 

6 Should  you  expect  the  price  of  an  article  to  correspond  to  the 

cost  of  production  of  that  part  of  the  supply  which  has  cost  most 
to  p oduce,  or  to  the  cost  of  production  of  some  less  costly  part, 

a)  when  reduced  cost  results  purely  from  enlarging  the  output 
of  established  plants  without  changes  of  method  or  eqmp- 

b)  when  reduced  cost  results  from  construction  and  utilization 

of  larger  plants  ? . . 

c)  when  reduced  cost  is  the  consequence  of  successive  improve- 
ments of  machinery  and  methods,  available  m small  plants 

as  well  as  large  ? 

(4)  ippreciation  and  Depreciation 

Questions 

] A fruit  grower,  after  laborious  precautions  against  insects, 
black-knot,  etc.,  markets  a scanty  crop  of  plums  from  young  trees 
whi'  :h  have  not  begun  to  bear  their  full  yield.  How  can  he  separate 
the  cost  of  this  crop  from  the  cost  of  subsequent  crops  ^ 

‘ • A landowner  clears  a tract  of  land  which  he  then  sells  at  an 
advinced  price.  He  also  sells  firewood  from  the  trees  removed  in 
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the  process  of  clearing.  How  much  of  the  cost  of  clearing  is  to  he 
WhS  the  cost  of 

production  of  (a)  timber  ? (6)  iron  'f^Pe^TlrSac^^^  plans 

4.  Assuming  that  a ttae  of 

to  get  back,  out  of  the  earmngs  lj_now  what 

;:^Sion7?Ss"is  »aTged  as  cost'of  production  against  each 

“"s^'i^iscrtL  bearing  of  e^^  % 

mac&nery. 

ill.  Physical  Limitation  of  Supply  , u-  n 

Under  this  head  wUl  be  considered 

^o^fo’;  ;iirthTqlZy"nce  is  locally  or  Umporarily 

Questions 

I.  Suppose  that  “ regf  - SSl’soVE.t 

‘‘"‘’rTHttate^telrtf  build  a steel  mill,  will  this  have  a bearing 
upor;  the  v2e  of  s4l  mills  in  case  of  a sudden  increase  rn  the  demand 

f Sow  tek  possible  to  comer  the  market  in  wheat?  Cannot 
the  supply  of  wheat  be  increased  ? 

iv.  Monopolistic  Limitation  of  Supply 

Questions 

T Can  a monopoUst  control  the  demand  for  his  monopolized 
commpity?  control  supply?  Can  he  control  pnce? 

Explain. 
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2 Si  ppose  a monopolist  could  know  in  advance  the  demand 
schedult  and  the  cost  schedule  of  his  commodity.  Where  would  he 


Demand  Schedule 

Cost  Schedule 

10 

at  $1,000 

10  at  $500 

20 

800 

20 

460 

30 

700 

30 

450 

40 

600 

40 

430 

60 

500 

60 

425 

80 

450 

80 

420 

100 

400 

100 

41S 

Profit — ? 


3.  F rom  the  evidence  of  this  illustration  work  out  a general  prin- 
ciple to  explain  monopoly  price. 

4.  Formulate  a general  statement  of  the  relation  of  monopoly 

price  tc  elasticity  or  inelasticity  of  demand.  . 

c.  I ,ow  would  the  general  principle  of  monopoly  price  (Question 
3)  be  m odified  in  the  case  of  a commodity  for  which  there  is  an  avail- 
able sul  )stitute  not  controlled  by  monopoly  ? , , , . 

6-  I -ow  great  is  the  power  of  a monopolist  who  deals  in  the  neces- 

sities  oJ  life  ? in  the  luxuries  of  life  ? * 1 , 

7.  I low  great  is  the  power  of  a monopolist  who  has  control  ot 

natural  resources?  j j 4. 

8.  In  the  case  of  a monopolized  good  cost  of  production  does  not 

affect  r rice.”  Comment.  . 

o.  A piano  manufacturer  buys  out  all  his  competitors.  Can  he 

now  se:  1 the  former  aggregate  output  at  an  advanced  pnce  ? Why  ? 
10.  How  effectual  in  restraining  monopoly  do  you  think  potential 

conipd itmn^is^?^  Taylor  says:  “The  normal  price  of  goods  produced 

bv  a a pitalistic  monopoly  tends  to  approximate  the  cost  of  produ(> 
tion  to  outsiders,  usually  remaining,  however,  somewhat  above  such 

cost.”  Comment.  r ..  r u- 

12.  Suppose  that  of  the  price  charged  by  a monopohst  for  his 

product  per  cent  is  profit.  He  now  raises  the  pnce  $ per  cent. 

Bv  what  percentage  will  this  increase  his  profit  assuming  sales  to 

remain  the  same  ? How  much  are  sales  likely  to  fall  off  m practice  ? 


V.  Soc  al  Determinants  of  Supply 

(1)  Formal  Social  Control 

(2)  Informal  Social  Control 

Questions 

I [llustrate  by  examples  various  forms  of  legislation  which 
increa-  e or  diminish  the  supply  of  commodities. 
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2 Mention  commodities  the  sale  of  which  is  supervised  by  (a) 
the  poUce;  (b)  the  pubUc  health  authorities;  (c)  the  postal  au- 

'^t-^^Dies  the  pure  food  law  tend  to  affect  the  supply  of  certain 

^Ei^n  ^prkef  of  theater  tickets,  footbaU  tickets,  physiaans 

Do  men  ever  abstain  from  supplying  a certein  good  because 

to  supply  it  would  cause  them  to  lose  the  esteem  of  their 

t dLs  a prohibition  law  which  is  to  some  extent  evaded  affect 

the  price  at  which  Uquor  is  sold  in  the 

7 Can  you  dte  cases  where  (a)  custom,  {b)  habit,  (c)  ignorance 

affects  the  supply  of  goods?  j 1 vi,  formal  cnHal  control? 

8.  Which  of  the  above  questions  deal  with  formal  social  contro 

Which  with  informal  control  ? 

c)  Certain  Special  Forms  or  Manifestations  of  Supply 

i.  Perishable  Goods 

ii.  Joint  Supply  and  By-Products 

iii.  Composite  Supply  

i.  Perishable  Goods 

Questions 

I Under  competitive  conditions  the  seUers  of  goods  ordinarily 
choo;e  a favorSfie  time  to  sell,  and  wUl  hold  back  their  goods  ff 
the  market  is  temporarily  depressed.  Is  the  same  course  open 
“of  sVawberL?  W ? What  is  the  effect  on  the  pnce  of 

'‘”r‘’M»tiL  several  commodities  the  perishable  nature  of  which 

Dom  pen^^aM  for  tlr®  '°w 

(a)  Saturday  night  sales  of  fish,  vegetables,  flowers  ? (6) 

Lies  of  wea'ring  apparel?  (c)  bargain  sales  of  calendars  in  February? 

?Haf 'SldLtorage  altered  conditions  of  supply  of  perishable 

goods?  Has  it  made  them  cheaper  or  dearer?  ^ the 

^ 5.  Has  cost  of  production  any  part  whatever  in  deternumng  the 

^”^6.°Wmild^tS%rinciple  that  competitive  prices  conform  closely 

to  cost  of  production  apply  to  perishable  goods? 

7.  Should  you  count  dealers’  losses  by  the  spoiling  of  goods 

Dart  of  norrnal  cost  of  production?  . , 1 1 wVi^t 

^ 8.  It  has  been  said  that  labor  is  a perishable  commodity.  What 

is  meant  by  this  statement  ? 

f 
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ii.  Joint  Supply  and  By-Products 


Problems  involving  more  or  less  of  the  principle  of  joint  supply 

V.  P eariv  been  introduced  in  treating  of  railway  rates  and  in 
have  al  eady  been  mt^  Production.  Under  the  latter 

n*TfrLrtdc.dar  “re  problems  which  closely  parallel  the  problems 
or, Ms  Smo  tS  emphasis,  however,  was  there  laid  upon  cost. 
Her^thl  topicof  cost  is  only  incidentally  introduced,  and  attention 
SXred  ed  to  the  fact  that  supplying  the  market  with  one  commodity 
often  ir  volves  in  practice  the  supplying  of  other,  related  goods. 


Questions 

I.  \/hy  is  it  possible  to  buy  a beef-tongue  without  having  to  pay 

2 "l  as  many  as  possible  of  the  salable  products  which 

result  from  the  kilUng  of  an  ox  by  (a)  a country  butcher,  {b)  one  o 

^^^3^^Wharother  articles  are  supplied  jointly  with  mutton,  flour, 

'^%^'woSraludd^^  large  increase  in  ^e  demand  for  beef 

affect  1 f s^of  commodities  which,  as  by-products, 

much  larger  quantities  and  at  a much  lower  pnce  than 
would  be  possible  if  they  were  made  and  sold  as  separate,  m e- 

’ [s  there  a*"normal  price  for  a by-product  ? f 

8.  Does  the  principle  of  joint  supply  govern  the  case  of  goods 

Do  you'lS  tlTe  principle  is  one  of  wide  application  ? Does 
it  render  e^ier  or  more  complicated  the  study  of  value? 


m.  amposite  Supply 

1.  Mention  different  sources  of  the  supply  of  (a)  soap;  (b)  glue; 

T other  examples  of  commodities  of  which  the  supply  is 

2.  uive  materials  or  by  different  processes. 

‘‘"T  Do  a”  tocite  coal,  luminous  coal,  and  coke  afford  an  exainple 
3'  , Tf  coke  were  produced  more  cheaply  and  in 

hrgei’^quLtides  would  the  supply  of  bituminous  coal  be  affected? 
How  » 


exchange 


67 


7.  General  Questions  on  Value  ^ 

T What  Is  the  value  of  an  undetected  counterfeit  *to  1 

r.n  vou  tMnk  of  anything  which  has  value  and  yet  is  not 
scar«?  Caryou  ttk  ora^^ythfng  which  is  scarce  and  yet  has  no 

^*3^  What  is  the  relation  of  utility  to  value ? 

i Explain  the  prices  6xed  at  an  aucUon  a e (a)  m terms 

“value  is 

5.  value  IS  aeLciimiit  / «vfllup  is  determined  by  mar- 

S'Sst-XX'e  ?s  deTerSned  by  cost  of  reproduction ’V'yalue 
rtoermin’ed  by  marginal  utility.”  Can  these  propositions 

''T  otl  increase  of  demand  lead  to  increase  of  supply?  How? 

"^8  ¥ell‘leSe”d!mTn”^^^^^  the  following  is  a derived,  joint 
comAorite  elitk  or  inelastic  demand;  capital;  labor;  land;  shoes; 
Xm;  flVrfbread;  leather;  hides;  steak;  butter;  books;  pencils; 

'”°9?  TeK^?above'^rtiier  the  supply  is  joint,  composite,  elasuc, 

“'o'oes  a person  ever  pay  a high  price  for  a thing  Jjacauae  he 
fears  that  if  he*^  waits  for  lower  prices  the  supply  will  all  be  sold 
rinps  this  disorove  the  assumptions  of  the  demand  schedule  ? 

?r!  WhaUs  meant  by  the  statement  ‘>>ut  “demand  exceed^^ 
ply  » ? Under  such  circumstances  can  a price  be  fixed  ? Can  exchang 

‘"■'^il’.'mat  do  we  mean  by  saying  that  a good  is  not  produced 

hprause  the  cost  of  production  is  too  high  ? _ 

Whnt  i«;  the  relation  of  cost  of  production  to  value? 
^o^^  ^ sell  for  $1  a pound.  By  constructing 

, ‘*1,0,  houses  and^utilizing  the  advantages  of  large-scale  produc- 

riOT  tra  ndllion  pounds  could  annually  be  pr^uced  at  a cost  of  60 
^s  a ”™d,  ?hus  returning  $4,000,000  above  all  expenses.  Is 

anytMng  wrong  ^thM  did  the  value  of  his  pictures 

depend  u7on The  cost  M producUon?  Did  he  possess  any  natural 

“"Tb’cTn  the  price  of  a commodity  long  remain  above  the  cost  of 
producbg  that  — dity  in  an  average  factory?  Can  it  remain 

-w  lands  of  Canada 
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is  said  to  be  far  below  the  average  cost  of  wheat  in  the  United  States. 
Under  these  circumstances  can  the  United  States  continue  to  sell 

wheat  in  the  competitive  markets  of  the  world  ? 

i8  Does  not  value  depend  upon  the  amount  of  labor  expended  t 
Is  all  labor  alike  ? If  it  were,  would  a great  ex])en^ture  of  labor 
cause  i machine  for  blowing  soap  bubbles  to  have  a high  value  ? 

IQ  If  all  wages  were  doubled,  what  would  be  the  effect  upon  values? 

20  Suppose  commodities  x and  y are  made  out  of  the  same  raw 
matei  ^al  and  require  in  their  manufacture  equal  amounts  of  the  same 
kind  of  labor.  WilL  they  have  the  same  price  ? 

21  How  is  the  general  statement  that  (normal)  value  approxi- 
mate' cost  of  production  affected  by  (a)  much  fixed  capital  in  the 
Indus  ry  ? (ft)  speculative  character  of  the  industry  ? (c)  the  growth 

of  coi  ibination  or  monopoly  ? _ _ r i j • r^i  i 

22  Does  cost  of  production  determine  the  pnee  of  land  m Okla- 
homa when  first  opened  for  settlement?  What  does  determine  it? 

2^ . * and  y are  used  in  making  z.  How  would  a reduction  in  the 
value  of  X affect  the  value  of  y and  z ? How  would  the  discovery  of  a 

cheap  substitute  for  z affect  the  value  of  a:  and  y ? 

2A . If  there  were  a combination  among  all  the  buyers  of  a certam 

raw  r roduct  what  would  determine  the  price  of  that  product  ? 

2 c . A trust  will  sometimes  sell  its  goods  below  cost  in  a certam 
locali  y where  there  is  competition  and  make  up  the  loss  by  the  high 
price  obtained  elsewhere.  What  principle  should  you  say  determmed 

such  irices?  ^ _ ,, 

2( . A certain  machine  cost  $2,000.  It  could  now  be  duplicated 

for  $]  “^oo*  but  a newly  invented  and  patented  machine,  which  turns 

out  0 per  cent  more  product  in  the  same  time  with  the  same  expense 

for  power,  attendance,  etc.,  can  be  made  for  $1,000.  Assuming  that 

the  c riginal  machine  is  as  good  as  new,  explain  carefully  what  its 

value  is  Ukely  to  be.  . , 1 • u 

2'  A publisher  has  printed  5,000  copies  of  a novel  which  proves 

a faiure.  What  will  determine  the  value  of  a copy  (a)  assuming 
that  -he  whole  edition  has  been  bought  by  booksellers  ? (6)  assum- 

ing f lat  most  of  the  books  are  still  on  the  publisher  s hands  ? 

2i ;.  Look  at  the  commodities  advertised  for  sale  in  the  daily  news- 
pape:  .*  Do  the  economic  principles  of  value  which  have  been  out- 
lined in  the  preceding  pages  really  explain  the  way  in  which  their 

price  i are  fixed  ? If  not,  why  not  ? , • r 

2( ).  Do  these  principles  of  value  correctly  explain  the  price  of  a 

news  laper,  a second-hand  typewriter,  a glass  of  soda  water,  a street- 
car f ire  a new  novel,  a ticket  to  the  circus,  a suit  of  clothes,  a rail- 
road excursion  ticket,  hats  at  a fire  sale,  a ticket  to  an  all-star  opera 
perfc  rmance,  shoes  at  a bargain  sale,  a race  horse  ? If  not,  why  not  ? 
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70.  What  is  the  relation  of  custom  and  habit  to  value  ? 

31.  Look  at  the  daily  report  on  the  wheat  market  in  the  newspaper. 
Can  you  see  the  law  of  demand  and  supply  working  there  ? 

72.  Do  the  government  reports  regarding  the  prospects  for  crops 
of  wheat,  cotton,  etc.,  have  any  influence  upon  market 
How?  Why  do  merchants  watch  these  reports  more  closely  than 

reports  or  estimates  of  gold  production?^  . , , r 

33.  Do  local  grain  buyers  fix  the  price  of  the  gram  they  buy  of 

^^Ja^^an  it  be  said  that  the  law  of  demand  and  supply  fixes  the 
price  of  wheat  when  there  is  a corner  in  the  market  ? Does  cost  of 
production  have  anything  to  do  with  the  price  at  that  time  ? 

III.  The  Mechanism  of  Exchange 

1.  Money  Exchange 

2.  Credit  Exchange 

Thus  far  we  have  dealt  with  markets* and  the  establishment  of 
values  and  prices  in  the  market.  In  doing  so,  we  have  constantly 
been  assuming  certain  media  or  means  of  exchange.  Since  money 
and  credit  devices  are  so  familiar  it  was  safe  thus  to  assume  them. 
Our  general  knowledge  enabled  us  to  use  them  in  our  reasemmg. 

We  must  now  consider  in  more  detail  this  mechamsm  which  we 

were  assuming. 

I.  Money  Exchange 

a)  The  Nature  and  Functions  of  Money 

b)  The  Characteristics  of  a Satisfactory  Money  Good 

c)  The  Forms  of  Money 

d)  The  Value  of  Money 

e)  Gresham's  Law 

f)  The  Kinds  of  Standard 

Money  serves  as  an  aid  in  exchanging  goods  and  provides  a con- 
venient means  of  expressing  their  relative  values  in  terms  of  pnees. 
Credit  may  and  commonly  does  perform  money-work,  and  cre^t, 
as  well  as  money,  enters  into  price  relations.  The  concrete  applica- 
tions of  credit  are  best  studied  under  banking. 

a)  The  Nature  and  Functions  of  Money 

Questions 

1.  Could  we  have  any  exchange  by  using  barter  alone? 

2.  What  is  meant  by  the  “double  coincidence”  of  barter? 
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3.  Could  the  exchange  system  be  as  complex  as  it  is  today  if  we 
depen  led  upon  barter  alone  ? Would  the  productive  process  be  as 

efficie:it?  ,11 

4.  Can  you  cite  any  cases  of  barter  being  used  today  ? 

5.  What  difficulties  of  a system  of  barter  are  overcome  by  the 

use  of  money?  , tt  u • 

6.  What  is  money?  Must  money  have  value?  Has  gold  com 

value  because  it  is  money  or  is  it  money  because  it  has  value  ? 

7.  It  has  been  said  that  the  functions  of  money  are  to  serve  as  (a) 
a medium  of  exchange;  (b)  a standard  (common  denominator)  of 
value  (c)  a standard  for  deferred  payments.  Explain  why  each 
of  the  se  functions  is  useful  and  cite  cases  where  money  performs  each 

of  the  se  functions.  , , , -n 

8 A buys  I jOoo  busbcls  of  wh0^t  from  B 3-t  2*  busiid.  B 

accep-s  in  payment  a note  for  $i,ooo  payable  with  interest  two  years 
from  late.  Two  years  later  A pays  B the  $i,ooo  with  interest  agreed. 
Whici  of  the  three  money-functions  does  money  perform  in  the 
coursj  of  these  transactions? 

9.  If  half  the  money  in  a country  were  suddenly  to  disappear, 

wouli  the  wealth  of  the  country  be  diminished  ? 

ic . Would  it  be  possible  to  have  a standard  of  value  which  did 
not  S'  Tve  as  a medium  of  exchange  ? a medium  of  exchange  which  did 
not  s;rve  as  a standard  of  value?  Can  you  find  examples  in  the 
curre  icy  of  this  country  ? 

b)  Tre  Characteristics  of  a Satisfactory  Money  Good 

Questions 

I.  Name  five  commodities  formerly  used  as  money  and  explain 
why  :hey  were  abandoned  for  that  purpose. 

2 Would  the  following  make  good  money:  iron,  wheat,  diamonds, 
glass  beads,  sea  shells,  beaver  skins  ? If  not,  why  not  ? Which  of 
the  t iree  chief  functions  of  money  would  each  be  inadequate  to  per- 

^ Are  there  any  respects  in  which  gold  is  superior  as  money  to  the 
abov  s-mentioned  commodities  ? If  so,  explain  the  superiority  in 

02cll  C2S0* 

4 Reasoning  from  your  answers  to  the  above  questions,  what 
shou  d you  conclude  are  the  characteristics  of  a good  money  ? Take 
up  ii  I turn  the  functions  of  money  and  state  which  of  the  character- 
istics of  a satisfactory  money-good  apply  to  each  function. 

5.  Are  there  any  respects  in  which  gold  or  silver  fall  short  of 

thesir  desired  characteristics? 

e.  Is  a low  price  level  unfortunate  provided  it  is  stable?  Is  a 
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high  price  level  absolutely  high  or  high  by  comparison  ? If  a high 
pice  level  is  wise,  how  high  should  it  be  ? Why  stop  there  ? 

7.  If  a change  in  the  value  of  money  affects  aU  prices  aliEe, 

classes  are  adversely  affected  by  a rise  in  the  value  of  the 

U L^btX"^  2:/<hvtprLiating  standard  tends 
to  stimulate  business.  Why  ? Do  you  think  such  a standard  would 

be  ^j^at  uncertainty  concerning  the  monetary 

standard  in  this  country  has  caused  unsettled  business  condiUons. 

Is  this  a probable  statement  ^ . „ checks 

II.  “It  is  crop-moving  time.  Since  farmers  do  not  use  checks 

very  much  we  should  have  more  money  for  a whde.  What  does 

this  mean  ? Why  more  money  for  a while  ? 

c)  The  Forms  of  Money 

i.  Standard  Money 

ii.  Token  and  Subsidiary  Currency 

iii.  Credit  Money 

Questions 

1.  What  is  standard  money  in  the  United  States?  ^hat  is  the 
monetary  unit?  Is  the  unit  actually  current  as  com,  or  is  it  a mere 

^^^a!^Why  does  not  the  government  use  pure  gold  and  silver  in  its 
gold  and  silver  coins  ? 

2.  What  is  seigniorage ? brassage?  _ + 

i In  the  days  of  the  California  gold  discoveries  different  indi- 
viduals and  firms  coined  their  own  gold  pieces.  Is  there  any  reason 
for  prohibiting  such  a practice  and  reserving  the  nght  of  coinage  to  the 

^^Twhy  Lmp  a device  on  coins?  Why  mill  the  edges  of  coins? 

6 Would  it  sometimes  be  more  convenient  to  have  an  order  for 
a bushel  of  wheat  than  to  have  the  wheat  itself  ? Answer  the  same 

nu0stion  for  2 b22  of  10,000  gold  coins.  ^ Tt? 

7.  What  is  token  money?  What  purposes  does  it  serve. 

token  money  legal  tender  ? Define  legal  tender. 

8.  Why  are  copper  and  nickel  used  for  coins  ( 

Q.  Do  W think  any  denominations  of  coins  other  than  de- 
nominations now  minted  would  be  desirable  in  this  country  y 

TO  Whv  do  we  have  $i,ooo  bills  in  our  currency  system  r 
II*.  What  are  subsidiary  coins?  Is  there  a distinction  between 

subsidi2ry  coins  2nd  token  coins  ? 
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I !.  Why  is  it  necessary  to  put  so  much  silver  into  the  silver 
subsidiary  coins? 

I {.  The  United  States  government  keeps  a gold  reserve  of  150 
millions  against  346  millions  of  greenbacks.  How  does  it  dare  to 

keep  less  than  100  per  cent  reserve  ? 

I A bank  often  has  outstanding  current  obligations  to  the  extent 
of  fo  ir  or  more  times  its  cash  on  hand.  How  does  it  dare  to  do  this  ? 

I j.  What  is  meant  by  likening  credit  money  to  a road  through  the 
air  t lat  permits  society  to  use  for  other  purposes  the  ground  formerly 
used  for  the  road  ? 

1 5.  Copy  from  each  of  the  kinds  of  paper  money  in  use  in  the 
Unit  ;d  States  today  the  significant  statements  printed  thereon. 

d)  2 he  Value  of  Money 

i The  Value  of  Standard  Money 

ii  The  Value  of  Other  Forms  of  Money 

i.  T,ie  Value  of  Standard  Money 

1 he  value  of  standard  money,  so  long  as  there  is  free  and  unlimited 
coin;  Lge,  depends  upon  the  value  of  the  money-metal  used  in  the  coin. 
The  value  of  the  money-metal,  like  the  value  of  other  commodities, 

is  determined  by  demand  and  supply. 

Careful  attention  should  be  paid  to  the  factors  which  affect  the 
dem  ind  for  the  money-metal.  The  demand  arises  from  two  sources: 
(a)  he  demand  for  use  in  the  arts,  and  (6)  the  demand  for  use  as 
money.  Obviously  the  latter  demand  is  made  less  than  it  would 
othe  rwise  be  if  various  forms  of  credit  are  used  to  help  perform  the 
worl : done  by  standard  money,  or  if  the  conditions  are  such  that 
mor  ey  circulates  rapidly,  so  that  a given  piece  does  so  much  the 
mor  j work. 

" ’he  business  man  in  speaking  of  “the  value  of  money”  usually  has 
in  n ind  the  current  rate  of  interest  which  can  be  obtained  for  money 
whi(  h is  loaned.  This  should  not  be  confused  with  the  meaning  of 
the  :erm  as  it  is  used  by  the  economist — ^i.e.,  the  power  of  money  in 
exciange.  Since  this  is  measured  by  the  amount  of  every  other 
comnodity  for  which  money  will  exchange,  the  value  of  money  is 
indi  :ated  by  the  general  level  of  prices. 

Questions 

: . Does  the  demand  for  shoes  adequately  account  for  the  value  of 
leat  ier?  Could  you  explain  the  value  of  gold  as  the  result  of  the 
deirand  for  money? 

What  is  meant  by  the  demand  for  money? 
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3 If  Europe  ceased  to  use  gold  for  money  would  that  action  affect 

M aXlp  teet^ 

than  gold  would  it  tend  to  alter  (a)  the  demand  for  gold?  (b)  the 
™ Should^you  e4>ect  the  increasing  use  of  platinum  in  jewelry  to 

change  the  vdue  o g ordinarily  destroyed  in  the  uses  to  which 

it  is  put  ? Suggest  some  of  the  ways  in  which  goid  is  so  used  as  not 

to  be  recovered  for  subsequent  uses.  fmm  current 

7.  To  what  extent  is  the  supply  of  gold  denved  from  curre 

product! on^?^he  correspond  to  marginal  cost  of  produc- 

tion ? How  is  the  relation  between  the  value  and  the  cost  of  produc- 
tion of  gold  influenced  by  (a)  the  speculative  character  of  gold  imnmg 
f^the  amou^^^^^^^  involved  in  the  production  of  go  d? 

TT^olction  oFthe  cyanide  process  for  extraction  of  gold 
so  decreased  the  cost  of  production  that  refuse  heaps  of  old  imnes 
were  worked  over  again.  What  effects  should  you  expect  this  to  have 
ITn  the  ut  o^go^^^  in  the  arts?  upon  its  use  as  money?  What 
would  be  the  effect  upon  its  value  in  the  arts  ? upon  its  va 

A certain  amount  of  gold  can  be  extracted  tom  ^ato 
yet  this  extraction  is  not  generally  attempted,  ^ ^ 

there  any  conditions  under  which  tlus  nught  be  resorted  to  ? 

TT  It  is  said  that  the  demand  for  money  consists  of  the  supp  y 
of  goods  offered  for  sale,  and  that  the  supply  of  money  constitutes  the 
demand  for"hL  goods’.  Explain.  Is  the  validity  of  this  statement 
affected  by  the  use  of  checks  and  other  substi^tes  .1 

12  How  would  the  value  of  money  be  affected  ^y  , 

amount  in  circulation  ? To  what  extent  would  this  result  be  modified 
bv  (a)  the  use  of  substitutes  for  money  ? {b)  the  fact  that  one  piece 
(J  monev  may  effect  many  or  few  or  no  exchanges  in  the  course  of  a 
day  according  to  circumstances  ? Would  the  use  of  substitutes,  or 
th^rSity  of  circulation,  be  affected  by  the  scarcity  of  money  ? 

1 3^ What  is  the  “quantity  theory”  of  the  value  of  money? 
According  to  that  theo^  is  the  value  of  money  independent  of  cost 

Can  6ve  ou^c^if  gold  set  aside  for  use  in  the  arts  hav^  a 
different  vaiue  from  the  same  amount  of  gold  m a com  ? If  so,  w y 
i not  why  n^  ? Answer  the  same  questions  with  reference  to  silve  . 
,5.  wLd  a seigniorage  tend  to  affect  the  value  of  money,  and  if 

how  ? 

16.  Is  the  value  of  the  dollar  fixed  and  stable  ? 
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ii.  Th  j Value  of  Other  Forms  of  Money 

Questions 

I.  What  must  be  done  to  keep  token,  subsidiary,  and  credit 

mone’  ’ equal  in  value  to  the  standard  ? , , „ , \ 

2 ' The  value  of  gold  falls.  What  is  the  probable  effect  upon  (a) 
the  value  of  the  $5  gold  piece?  {h)  the  price  of  the  $5  gold  piece? 
(c)  th^  value  of  wheat?  {d)  the  price  of  wheat?  {e)  the  value  of  the 
cent  piece?  (/)  the  value  of  the  dime?  (g)  the  value  of  an  ounce  of 

•silver?  (/O  the  value  of  the  silver  dollar  ? ' . , , 

3.  What  determines  the  value  of  the  silver  certificate?  of  the 

wreenDack?  of  the  national  bank  note  ? r ,1  1.  n* 

4.  Is  there  any  difference  between  the  value  of  the  bumon  in  a 

silver  dollar  and  the  value  of  a silver  dollar?  If  so,  how  can  you 

expla  ?^^  greenback  fluctuated 

cond  lually.  For  example,  after  a union  victory,  the  greenback  rose 
in  va  ue.  Why  ? 

e)  Gi  esham's  Law 

Questions 

1 Suppose  a man  has  borrowed  a bushel  of  wheat  of  you.  Let  the 
govelnment  now  pass  a law  stating  that  debtors  may  pay  back 
borrc  wed  wheat  in  grain  of  either  good  or  poor  quality.  In  what 

quali  ty  do  you  think  you  are  likely  to  be  paid  ? ^ 

2 If  you  were  to  get  some  gold  bullion  by  melting  coins,  should 
you  melt  full-weight  or  light-weight  coins?  Suppose  you  were 
desir  ng  to  ship  gold  out  in  international  payments:  which  kind  of 

coin  should  you  ship  ? . , , 1 • 1 

3 If  in  bullion  form  one  ounce  of  gold  equals  in  value  32  ounces 

of  si]  ver  and  by  a legal  tender  law  it  is  provided  that  the  coins  made 
from  I ounce  of  gold  shall  exchange  for  the  coins  made  from  16 
ounc  es  of  silver,  should  you  take  gold  to  the  mint  to  be  coined  ? 

Shoi  Id  you  take  silver  to  the  mint?  . , , ,1 

4 . Suppose  the  monetary  system  of  a country  is  based  on  a gold 

Stan  lard.  War  is  declared.  The  government  concludes  to  issue 
napi  r money  which  it  decrees  shall  be  legal  tender  and  which  it 
proriises  to  redeem  after  the  war  is  over.  Doubts  arise  whether  it 
will  ever  be  redeemed.  If  someone  owed  you,  would  he  pay  you  in 
pap<  r or  in  gold  ? Why  ? Should  you  have  any  option  in  the  matter  ? 

Woi  Id  gold  remain  in  circulation  ? . . ^ 

: State  Gresham’s  Law,  and  give  an  illustration  from  the  mone- 

tarv  history  of  the  United  States  of  a case  where  it  operated. 
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amount  in  the  standard  coin  ? 
f)  The  Kinds  of  Standard 


i.  The  Single  Standard  (monometallism) 
ii!  The  Double  Standard  (bimetallism) 

iv!  The  TSa?s\a“l^rd  and  the  Method  of  Indent  Numbers 
v The  Paper  Standard  (fiat  money) 

value. 


# 

i.  The  Single  Standard  (monometallism) 

Questions 

(rnld  more  stable  in  value  than  most  commodities  ? 

Win  the^recent  adoption  of  the  gold  standard  by  a number  of 
countn"  to'makeTe  value  of  gild  more  stable,  for  the  t.me 

of  gold  been  quite  regular,  or  have  there 
bee^  gmS  W in  the  outplt  ? What  is  the  situabon  at  the  pres- 

“‘“‘Hal  the  money  of  the  United  States  ever  been  based  on  a 
single  standard  ? If  so,  w^ji  ? ^andard  Will  that  mean  that 

rs  54 ,‘S 


ii.  The  Double  Standard  (bimetallism) 

Questions 

, What  is  meant  by  bimetallism  ? Have  we  ever  had  a bimetal- 

rWhalS  S;' 6 to?/  Hafthyra/io  ever  been  adopted 
in  the  United  States,  and  if  so,  when  ? Has  there  ever  been  any  o u 

“To?wyt%“cartL  bimetallist  contend  that  bimetallism 

wUl  pve  a more  stable  standard  of  deferred  both 

i,  “So  long  as  the  government  coins  freely  and  grat  y 
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gold  ind  silver  at  a fixed  coinage-ratio  of  value,  the  market  ratio 
betw(  en  the  value  of  gold  and  the  value  of  silver  will  automatically 
confo 'm  to  the  coinage-ratio.  If,  for  example,  the  value  of  silver  on 
the  n arket  tends  to  fall,  silver  will  be  taken  to  the  mint  to  be  coined; 
and  i:  i consequence  the  tendency  to  a fall  in  the  value  of  silver  will  be 
checked  by  the  increased  demand  for  silver  for  purposes  of  coinage; 
while  at  the  same  time  the  demand  for  gold  for  coining  will  fall  off.” 
Exph  in  and  criticize  this  argument. 

5.  Would  bimetallism  be  more  likely  to  succeed  if  the  coinage-ratio 
chose  a were  near  the  existing  market  ratio  ? Why  ? 

6.  Would  bimetallism  be  more  likely  to  succeed  in  a country  which 
used  nuch  metal  in  its  currency  ? Why  ? 

7.  Precisely  why  would  international  bimetallism  be  stronger 
than  national  bimetallism? 

8.  “Bimetallism  is  absurd.  It  would  result  first  in  gold  mono- 
meta'lism,  then  in  silver  monometallism,  and  so  on.”  What  does 
this  r lean  ? 

9.  Is  Gresham’s  Law  likely  to  come  into  operation  under  a bimetal- 
lic st:  .ndard  ? If  so,  under  what  circumstances  ? 

ic . Is  there  anything  in  the  nature  of  mining  that  keeps  the  ratio 
of  th ; supply  of  gold  to  the  supply  of  silver  nearly  uniform  ? What 
light  does  the  history  of  the  output  of  these  metals  during  the 
ninet  ;enth  century  throw  on  this  point  ? 

I ] . In  the  last  free-silver  campaign  some  favored  a coinage  ratio 
of  32  to  I instead  of  16  to  i.  What  was  the  reason  for  this?  If 
you  1 ad  had  to  decide  between  the  two,  which  ratio  should  you  have 
chose  n ? 

12.  If  the  United  States  were  now  to  adopt  bimetallism  at  the 
ratio  of  16  to  i,  what  changes  would  take  place  in  the  circulating 
medii  im  of  the  country  ? 

i;: . If  the  United  States  had  free  coinage  at  16  to  i and  the  market 
ratio  of  gold  and  silver  were  12  to  i,  what  would  be  the  effect  on  the 
circul  ating  medium  of  the  country  ? 

1/ . From  1792  to  1834  our  coining  ratio  was  15  to  i and  the  average 
mark  ^t  ratio  was  about  15.61  to  i.  What  metal  tended  to  go  to  the 
mint  ^ 

II . From  1834  to  i860  our  coining  ratio  was  16  to  i and  the 
average  market  ratio  was  about  15.63  to  i.  What  metal  tended  to 
go  to  the  mint  ? 

i( . What  was  the  “crime  of  1873”?  Why  did  the  measure  pass 
Cong  ress  with  so  little  opposition  at  the  time  ? 

i; . What  was  the  specific  demand  of  the  free-silver  party  ? When 
did  tie  free-silver  movement  arise?  Why  did  it  come  when  it  did 
instead  of  earlier — say  about  1855? 
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18.  What  different  classes  or  sections  of  the  country  wanted  free 

silver  ? What  did  they  expect  to  gain  by  it  ? 

19.  What  legislation  was  passed  as  a result  of  the  demands  of  the 
free  silverites  ? What  were  the  consequences  of  that  legislation  ?^ 

20.  Is  there  more  or  less  reason  for  the  adoption  of  bimetallism 

by  the  United  States  now  than  there  was  about  1893  ? 

21.  Draw  up  a chronology  of  the  monetary  history  of  this  country. 

iii.  The  Limping  Standard 

This  topic  requires  no  discussion.  The  term  is  used  to  express 
the  situation  in  those  countries  where  both  metals  have  unlimited 
legal  tender  power  but  where  only  one  is  coined  unlimitedly.  It 
marks  a transition  from  the  double  to  the  single  standard.  France 
and  the  United  States  furnish  examples  of  a limping  standard. 

iv.  The  Tabular  Standard  and  the  Method  of  Index  Numbers 

A change  in  the  value  of  money  and  a change  in  the  level  of 
prices  are  but  two  ways  of  stating  the  same  fact— the  change  in  the 
exchange  ratios  between  money  and  goods.  The  fact  of  the  change 
implies  nothing  as  to  the  cause  of  the  change.  The  cause  may  be 
exclusively  on  the  gold  side,  or  exclusively  on  the  side  of  the  other 
goods,  or  it  may  be  a cause  which  affects  both  sides.  ^ 

The  statistical  method  of  index  numbers  is  a device  for  studying 
changes  of  price-level,  which,  whatever  their  causes,  are  attended  with 
serious  practical  consequences.  An  index  number  is  the  average  of  a 
series  of  price-ratios,  or  percentages,  each  of  which  represents  the 
relation  between  the  price  of  some  particular  commodity  at  the  date 
under  consideration,  and  the  price  of  the  same  commodity  at  a previ- 
ous date  taken  as  a “base,”  to  furnish  a standard  of  comparison. 

• Questions 

1.  Construct  an  index  number  based  on  assumed  prices  for  a 
dozen  commodities  at  two  different  periods,  showing  the  change  in 

the  value  of  money. 

2.  Why  is  “weighting”  sometimes  used  in  the  construction  of 
index  numbers  ? Is  the  correction  important  ? 

3.  In  the  nineties  the  gold  party  declared  that  the  value  of  silver 
had  fallen  in  the  preceding  twenty-five  years;  the  silver  party  declared 
on  the  other  hand  that  it  was  not  a fall  in  silver  which  had  taken  place, 
but  a rise  in  gold.  How  should  you  go  about  it  to  find  out  the  truth 
of  the  matter? 
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4,  Enumerate  some  of  the  influences  which  might  tend  to  raise 
or  lo  ver  the  prices  of  a large  number  of  commodities  independently 
of  any  change  on  the  part  of  the  standard. 

5,  Explain  how  the  method  of  index  numbers  might  be  used  in 
defin  ng  a tabular  standard  of  payments.  Do  you  think  such  a stand- 
ard V 'ould  be  more  equitable  than  a gold  standard  in  determining  the 
amount  of  long-deferred  payments? 

6,  Why  do  business  men  object  to  this  idea  of  the  tabular  standard  ? 

V.  T le  Paper  Standard  (fiat  money) 

Questions 

1 Is  it  hypothetically  possible  that  a mere  paper  standard  could 
be  n ore  stable  in  value  than  the  gold  standard  ? (This  question 
assui  les  that  people  would  be  willing  to  accept  a paper  standard.) 

2 What  would  fix  the  value  of  such  paper  money?  Would  it 
be  d(  termined  by  cost  of  production  ? 

3.  Is  it  true  that  if  we  used  paper  money  in.stead  of  gold  much 
soda  outlay  would  be  saved  ? 

4 Why  not  have  a paper  standard  ? 

5 Why  have  some  people  desired  it  ? 

6.  It  is  commonly  said  that  from  1862  to  1870  the  United  States 
had  J . paper  standard.  Does  this  refer  to  the  official  or  to  the  actual 
situa  :ion  ? Were  people  accepting  the  paper  money  because  the 
gove  nment  so  ordered  or  because  they  expected  this  money  to  be 
redet  med  in  gold  at  some  time  ? 

2.  Cl  EDIT  Exchange 

a)  The  Nature  and  Function  of  Credit 

b)  The  Forms  of  Credit  Instruments 

c)  Credit  Institutions  (with  particular  reference  to  banking) 

Ey  far  the  greater  part  of  the  exchange  transactions  in  such  an 
induj  trial  society  as  that  of  the  United  States  at  the  present  time  is 
perfo  rmed  by  credit  devices.  Some  analysis  of  credit  and  of  the  ways 
in  wl  ich  it  operates  is  therefore  necessary. 

a)  T le  Nature  and  Function  of  Credit 

C redit  has  been  variously  defined.  It  is  described,  for  example, 
as  fu  ure  payment  for  present  goods,  or  as  a temporary  transfer  of  the 
use  0 f wealth.  A credit  transaction  thus  is  conceived  as  an  exchange 
upon  such  terms  that  a considerable  time  elapses  lietween  the  original 
adva  ice  of  goods  or  services  and  the  final  settlement.  Ordinarily  the 
notic  n of  credit  implies  in  addition  a basis  of  confidence  that  the  debt 
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will  be  paid : a belief  in  the  integrity  and  solvency  of  the  debtor,  as  the 
word  credit  itself  suggests. 

Questions 

1.  What  is  the  meaning  of  the  word  credit  in  each  of  the  following 
phrases?  (a)  “Clothing  on  Credit”;  {b)  “Positively  No  Credit”; 
(c)  “His  credit  is  good”;  (d)  Credit-Men’s  Association;  (e)  Debit 
and  Credit. 

2.  Why  is  it  usual  to  speak  of  “cash”  as  the  opposite  of  credit? 
Does  credit  take  the  place  of  money  transactions?  Is  not  credit 
based  on  the  use  of  money  ? 

3.  Explain  (a)  security,  (b)  collateral, 

4.  Before  lending  a man  money  it  is  usual  to  inquire  (a)  if  he 
owns  property,  (b)  if  he  is  of  scrupulous  business  integrity,  (c)  if  he  is 
likely  to  use  the  loan  in  such  a way  as  to  make  it  earn  the  means 
of  its  own  repayment.  Which  of  these  inquiries  seems  to  you  most 
significant,  (i)  if  the  loan  is  regarded  merely  as  a private  venture? 
(2)  if  it  is  considered  from  the  point  of  view  of  social  advantage  ? 

5.  Are  the  following  credit  transactions?  (a)  Borrowing  money; 
(b)  borrowing  tools;  (c)  borrowing  money  to  buy  tools;  (d)  buying 
tools  on  the  instalment  plan;  (e)  buying  tools  on  a charge  account; 
(f)  renting  a farm  on  the  share  system. 

6.  A buys  an  apple  orchard  which  will  not  yield  for  five  years. 
B helps  finance  the  enterprise  on  the  understanding  that  he  shall  share 
in  the  profits  but  not  in  the  ownership,  C lends  A additional  money 
for  five  years,  taking  a mortgage  on  the  orchard.  Which,  if  any,  of 
these  operations  involves  the  extension  of  credit  ? 

7.  Credit,  it  has  been  said,  finances  production  in  anticipation  of 
demand.  Explain  this  statement. 

8.  Distinguish  credit  from  speculation. 

9.  What  are  “easy  payments”?  Why  are  they  easy? 

10.  “ In  consequence  of  the  lengthening  of  the  productive  process 
which  characterizes  modern  industry  it  has  become  important  to 
devise  a means  of  anticipating  the  proceeds  from  the  sale  of  the 
finished  product.  Credit  is  the  device  which  results.  Credit  is,  in 
eflect,  the  payment  of  current  expenses  out  of  future  income.”  Why 
is  this  anticipation  of  future  income  desirable  ? How  is  it  possible  ? 

11.  Could  credit  exist  unless  a surplus  of  economic  goods  over 
immediate  needs  had  previously  been  accumulated  ? 

12.  Why  has  the  use  of  credit  so  strikingly  increased  in  recent 
times?  Is  the  increase  due  to  accumulation  of  property?  to  a 
higher  standard  of  business  morality?  to  greater  law  and  order? 
to  greater  needs?  to  better  prospects  of  large  production?  to 
Ion eer-def erred  products? 
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13.  Define  credit. 

14.  Is  credit  capital?  Does  it  really  add  to  the  sum  of  pro- 
ductive instruments,  or  does  it  merely  make  possible  a better  utiliza- 
tion of  instruments  already  existing  ? 

15.  What  are  the  most  important  advantages  of  the  use  of  credit  ? 
What  are  the  corresponding  disadvantages  ? 

16.  “Credit  quickens  the  productive  process.”  Is  this  true?  If 
so,  in  what  way  is  the  process  quickened  ? 

17.  “Credit  tends  to  give  to  every  man  a business  opportunity 
commensurate  with  his  ability,  and  thus  turns  ability  to  account.” 
Comment. 

b)  The  Forms  of  Credit  Instruments 


Questions 

1.  What  are  book  credits?  checks?  certified  checks?  due 

bills  ? promissory  notes  ? drafts  ? bills  of  exchange  ? letters  of 
credit  ? bank  notes  ? “ greenbacks  ’ ’ ? 

2.  Show  how  each  of  these  credit  devices  may  perform  the  func- 
tions of  money. 

3.  What  is  commercial  paper? 

4.  What  is  short-time  paper  ? 

5.  Distinguish  between  “one-name”  or  “ single-name paper, 
“ two-name  ” paper,  “ three-name  ” paper,  etc.  Are  these  distinctions 
of  practical  importance  ? 

c)  Credit  Institutions  (with  particular  reference  to  banking) 

i.  Principles  of  Commercial  Banking 

ii.  Clearing-House  Operations 

iii.  Investment  Banking 

iv.  Foreign  Exchange  (treated  under  “International  Trade”) 

The  use  of  credit  in  modern  industry  and  commerce  is  not  only 

very  extensive:  it  is  also  very  highly  organized.  By  far  the  most 
important  institutions  for  the  organization  of  credit  facilities  are 
the  banks.  Commercial  and  investment  banks  are  therefore  dis- 
cussed at  this  point.  The  emphasis  is  on  the  general  functions  of 
banks  rather  than  on  detailed  characteristics  of  special  banks  and 
banking  systems. 

i.  Principles  of  Commercial  Banking 

I.  The  three  primary  operations  of  a commercial  bank,  it  is 
commonly  stated,  are  discount,  deposit,  and  issue.  What  is  the 
essential  character  of  each  of  these  operations? 
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2 Which  of  the  three  operations  are  performed  by  (<r)  United 
States  national  banks?  {h)  by  state  banks?  (c)  by  trust  companies? 

(d)  by  private  bankers  ? (e)  by  savings  banks  _ 

3 Explain  the  operation  of  discount.  What  is  ordinarily  dis- 

а.  What  are  the  usual  forms  of  security  for  a bank  loan? 

. 3 Are  pawnbrokers  bankers?  What  essential  difference  can 
you  point  out  between  pawning  a watch  and  borrowmg  on  stock  and 

bond  collateral  ? „ , ^ ,1^ 

б.  What  is  a call  loan?  Why  are  caU  loans  acceptable  to  the 

banks?  to  the  borrowers ? j-  -i 

7.  When  a man  borrows  of  a bank,  in  what  form  does  he  ordinarily 

receive  the  funds  advanced  to  him  ? ...  ^ 

8.  What  are  deposits  ? How  do  deposits  originate . 

o’.  What  is  “deposit  currency”  ? . , . 

10.  What  are  bank  notes  ? Why  are  they  issued  ? _ 

11.  The  discounting  of  a note  at  a bank  amounts,  it  is  said,  to  an 

exchange  of  credit  rights.  Explain.  11  jv 

1 2 Why  are  borrowers  from  a bank  willing  to  accept  bank  credit 

instead  of  cash— i.e.,  a promise  to  pay  instead  of  money  paymen^t . 

13.  What  are  the  relative  advantages  and  disadvantages  01  cnecKS 

and  bank  notes  as  regards  (a)  convenience  ? {b)  safety  ? 

14.  Why  should  more  care  be  taken  by  governments  to  protect 

the  holders  of  bank  notes  than  to  protect  depositors  ? 

I c.  “ Effective  provision  for  prompt  redemption  is  all  that  is  neces- 
sary to  make  either  notes  or  deposits  perfectly  secure.’  Is  this  true  ^ 
16  Extensive  investments  in  real  estate,  farm  mortgages,  etc., 
are  normally  considered  improper  for  a commercial  bank.  Why  ? 

17.  Point  out  the  advantages  of  short-time  paper  as  the  principal 

investment  of  a commercial  bank.  tx  u i 

18.  Why  should  a solvent  bank  fear  a run^  ? How  can  a bank 

fail  if  its  assets  are  greater  than  its  current  liabilities  ? 

19.  W’^hat  is  the  cash  reserve  of  a bank?  How  does  it  differ  Irom 

surplus  ? , « A u 1 

20  “A  bank  should  maintain  an  ample  reserve.  A bank  is 

interested  in  keeping  its  reserve  as  small  as  possible,  since  reserve  is 

idle  cash  that  yields  no  return.  ’ ’ Can  these  statements  be  reconciled  ? 

Are  they  accurate  ? 

21.  Bank  X has  the  following  items  in  its  account: 

Loans  and  discounts $380,000  Capital 

Real  estate  12,000  Undivided  profits. »,ooo 

50,000  Deposits  in  other  banks 40,000 

Denosits  350,000  Checks  on  other  banks 10,000 

oSS  asseB.'.'.  . ■S.ooo  Specie  and  legal  tender $0,000 
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A)  Arrange  these  items  under  the  headings  “Resources”  and 
“Liabilities”  as  they  should  stand  in  a regular  statement. 

B)  Taking  this  statement  as  a basis,  account  for  the  following 
transactions: 

a)  The  bank  discounts  $50,000  of  commercial  paper  for  3 
months  at  4 per  cent  per  annum,  making  half  the  advance 
in  cash  and  half  in  deposits. 

b)  $70,000  of  loans  are  paid  up  at  maturity.  $10,000  of  this 
payment  is  made  in  cash;  $15,000  in  the  notes  of  this 
bank;  and  the  remainder  in  checks  drawn  upon  this  bank. 

c)  A dividend  of  2 per  cent  is  declared,  of  which  ^ is  credited 
to  depositors  and  f paid  in  cash. 

d)  $5,000  is  carried  to  surplus. 

e)  The  bank  cashes  checks  on  other  banks  to  the  amount  of 
$2,500  but  does  not  at  once  present  them  for  payment. 

Lalance  the  completed  account.  What  is  now  the  proportion  of 
reserve  (including  deposits  in  other  banks)  to  demand  liabilities? 
Wha  t was  the  proportion  originally  ? 

5 2.  Classify  the  following  items  as  resources  or  liabilities:  over- 
drafts, expenses,  unclaimed  dividends,  checks  for  clearing-house, 
certi  ied  checks  outstanding.  Explain  the  reason  for  your  classifica- 
tion in  each  case. 

5 3.  What  have  been  the  prevailing  tendencies  of  legislation  in  the 
United  States  as  regards  (a)  control  of  bank-note  issue?  (b)  pro- 
tect! m of  depositors  ? Has  the  legislation  achie^'ed  its  objects  ? 

54.  It  has  often  been  asserted  that  federal  regulation  of  the 
nati(  >nal  banks  overreached  itself,  with  the  effect  of  making  the  credit 
of  tl  le  banks  too  rigid  in  time  of  stress  and  thus  endangering  their 
solv<  ncy.  Can  you  cite  evidence  for  this  opinion  ? What  expedi- 
ents did  the  banks  devise  to  alleviate  the  difficulty? 

; 5.  What  are  the  advantages  of  centralization  of  resources  and 
cont  :ol  in  a banking  system  ? How  was  centralization  effected  under 
the  national  banking  system  of  the  United  States  prior  to  the  Federal 
Restrve  act?  How  is  it  effected  under  the  Federal  Reserve  act? 
Hov  is  it  effected  in  England?  in  France?  in  Germany?  in 
Can  ida  ? 


ii.  Clearing-House  Operations 


( 


Questions 


. When  the  butcher  and  the  baker  cancel  from  their  books  equal 
acccunts  against  each  other,  is  this  in  the  nature  of  a clearing  trans- 
acts in  ? 
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2.  When  you  deposit  checks  in  your  bank  and  draw  others  in  favor 
of  your  creditors,  does  the  bank  actually  move  money  about  ? If 
all  the  parties  interested  dealt  with  the  same  bank,  would  that  bank 
serve  as  a sort  of  clearing-house  for  these  individuals  ? 

3.  What  is  the  immediate  function  of  a clearing-house?  What 

are  some  of  the  indirect  advantages  ? 

4.  Are  clearing-houses  more  important  for  checks  than  for  notes  ? 

Why?  Can  you  give  instances  of  the  practice  of  redeeming  bank 

notes  through  a clearing-house ? _ . • 

5*  Are  weekly  reports  of  clearings  any  true  indication  of  the 

prosperity  of  business  in  general  ? Explain.  ,,,  ,1 

6.  Are  payments  in  settlement  of  stock  transactions  in  Wall 
Street  (and  elsewhere)  included  in  clearings  ? To  what  extent  does 
the  volume  of  such  payments  reflect  business  prosperity  ? 

7.  Do  all  checks  pass  through  the  clearing-house  ? _ ^ 

8.  How  do  banks  not  members  of  clearing-house  associations 

manage  their  exchanges  ? 
iii.  Investment  Banking 


I 


Questions 

1.  What  is  the  distinction  between  investment  banking  and 
commercial  banking?  Is  not  commercial  paper  a form  of  invest- 

ment  ? . , • j 1 

2.  What  is  a savings  bank  ? What  sennces  does  it  render  ? 

3.  Contrast  the  deposits  of  a cominercial  bank  with  the  deposits 
of  a savings  bank  as  regards:  (<i)  their  source,  (6)  their  character, 

(c)  the  uses  to  which  they  are  put. 

4.  Why  does  a savings  bank  require  notice  before  sums  deposited 

may  be  withdrawn  ? Why  does  it  pay  interest  ? 

5.  Compare  the  operations  of  the  savings  bank  with  the  operations 

of  the  dealer  in  bonds.  , u i o 

6.  In  what  ways  does  a trust  company  act  as  an  mvestment  bank  ? 

iv.  Foreign  Exchange  (treated  under  “International  Trade”) 


IV.  International  Trade 

1.  The  Principles  Determining  International  Trade 

2.  The  Balance-of -Trade  Idea 

3.  Foreign  Exchange  and  International  Payments 

4.  Regulation  of  International  Trade  (with  particular  reference 

to  the  protective  tariff) 


V. 
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Ie  ternational  trade  does  not  differ  essentially  from  domestic 
trade  The  motives  leading  to  trade  between  inhabitants  of  the 
Unitt  d States  and  inhabitants  of  England  are  not  ^fferent  from  the 
motiA  es  leading  to  trade  between  inhabitants  of  Illinois  and  inhabit- 
ants of  California.  It  has  become  customary,  however,  to  give 
separ  ite  treatment  to  international  trade,  largely  because  such 
trade  is  almost  everywhere  the  subject  of  special  regulation  by 

govei  nment. 

I.  T][e  Principles  Determining  International  Trade 

a)  Trade  Based  upon  Insuperable  Differences  of  Economic  Condi- 
tions (e.g.,  trade  between  tropical  and  temperate  regions) 

b)  Trade  Based  upon  Differences  Constituting  Reciprocal  Superiority 
(one  region  being  superior  in  one  line,  the  other  region  being 
superior  in  a different  line,  e.g.,  American  export  of  breadstuff s 

to  Cuba  in  exchange  for  sugar)  , . o 

c)  Trade  Based  upon  Differences  Constituting  Relative  Superiority 

(e.g.,  American  wheat  in  exchange  for  British  steel) 

G iven  two  regions  where  in  each  case  the  one  is  able,  through 
natu  al  endowment  or  character  of  population,  to  produce  goods 
whic  1 the  other  cannot,  it  is  natural  that  trade  should  arise.  It  is 
not  ( lifficult  to  see,  furthermore,  that  given  two  regions  where  one 
has  i superiority  (though  not  a monopolistic  superiority)  in  one 
commodity  while  the  other  region  has  a superiority  (though  again 
not  £ monopolistic  superiority)  in  another  commodity,  trade  is  again 
a nal  ural  result.  The  third  case  is  somewhat  more  puzzling.  Given 
two  -egions,  one  of  which  is  superior  to  the  other  in  both  lines  of 
prod  iction,  trade  may  arise  provided  the  superior  region  is  relatively 
stror  ger  (compared  with  the  inferior  region)  in  one  line  of  production 

than  it  is  in  the  other  line.  . 

b OTE.— In  every  country  natural  advantages  in  production  are 

reflec  ted  in  the  rates  of  wages  and  interest.  In  a country  of  superior 
advantages,  the  rates  of  wages  and  interest  are  likely  to  be  high. 
Thu;  in  the  United  States,  the  natural  endowment  of  which  is  especially 
rich  wages  are  higher  than  in  any  other  country;  interest  rates 
. are  a Iso  figher  than  in  Western  Europe.  It  follows  that  in  industries 
reauring  a relatively  great  expenditure  of  labor  and  an  extensive 
caoilal  equipment,  as  in  many  branches  of  manufacture,  money 
costs  of  production  are  likely  to  be  higher  in  the  United  States  than  in 
Eure  pe  in  spite  of  the  fact  that  American  workmen  are  often  more 
effici  mt  than  European,  and  of  the  further  fact  that  American  capital 
freqi  ently  takes  the  form  of  better  equipment  than  that  of  European 
coun  tries.  The  money  cost  of  production  in  the  United  States  is 
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likely  to  be  relatively  low  in  the  industries  that  make  a large  drain 
upon  natural  resources  and  require  comparatively  little  use  of  labor 

and  capital,  as  in  many  of  the  extractive  industries.  1 tt  • ^ 

With  the  steady  increase  in  population  and  capital,  the  Umtecl 
States  gradually  overcomes  the  disadvantages  that  lie  in  the  way 
of  successful  manufacture.  Ow'ing  to  the  operation  of  the  law  of 
diminishing  returns  it  loses  gradually  its  advantages  m extractive 
industries.  Accordingly,  even  without  interference  on  the  part  of 
the  government,  the  United  States  would  become  more  and  more  a 
manufacturing  nation  and  become  less  and  less  engaged  in  extractive 

industries. 

Questions 

1.  A is  a good  musician  but  is  temperamentally  unfitted  for  other 
work.  B,  while  fond  of  music,  is  efficient  only  in  farming.  Is  an 
exchange  likely  to  take  place  ? Would  the  situation  be  different  if 
A and  B represented  regions  of  different  natural  endowment  ? 

2.  A by  one  day’s  labor  can  make  nine  units  of  x or  two  units  of  y. 
B by  one  day’s  labor  can  make  two  units  of  x or  nine  units  of  y. 
Would  specialization  and  exchange  be  likely  to  take  place?  Would 
the  situation  be  different  if  A and  B represented  regions  instead  of 

men  ? . , r 

3.  A by  one  day’s  labor  can  make  20  units  of  2:  or  10  units  01  y. 

B by  one  day’s  labor  can  make  15  units  of  a:  or  5 units  of  y.  WouW 
specialization  and  exchange  be  likely  to  take  place?  Would  the 
situation  be  different  if  A and  B represented  regions  instead  of  men  ? 

4.  A is  a very  able  lawyer  and  also  a very  skilful  stenographer. 
Is  it  surprising  that  he  confines  himself  to  the  law  and  hires  a stenog- 
rapher who  is  much  less  skilful  ? 

5.  In  the  eight  months  ending  August  i,  1909,  the  export  and 
import  trade  of  the  United  States  with  Europe  amounted  to  $1,323,- 
000,000;  the  export  and  import  trade  with  South  America  amounted 
to  $i66’ooo,ooo.  Do  you  believe  that  the  relative  volume  of  the 
two  branches  of  our  foreign  trade  will  be  the  same  fifty  years  from 

now  ? Why  ? 1 1 j j 

6.  Every  important  commercial  nation  has,  in  the  last  two  decades, 

endeavored  to  establish  control  over  some  portion  of  the  tropics. 
Explain  this  fact  on  the  basis  of  the  conditions  underlying  inter- 
national trade. 

7.  When  China  becomes  modernized  can  the  United  States  expect 
to  export  to  that  country  large  quantities  of  (a)  manufactures?  {b) 
agricultural  products? 

8.  If  Canada  and  the  United  States  were  one  country  would  trade 
relations  be  different  from  those  of  today  ? 
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g An  American  statesman  of  the  nineteenth  century  declared 
that  it  was  bad  policy  for  the  United  States  to  imf)ort  any  commodity 
that  could  be  produced  in  the  United  States?  Do  you  agree? 

I 3.  Another  statesman  urged  that  no  commodity  which  can  be 
prodaced  in  the  United  States  with  the  same  amount  of  labor  as  in 
foreign  countries  could  be  economically  imported.  Do  you  think 
this  position  tenable? 

11.  It  has  been  asserted  that  the  income  of  the  citizens  of  the 
United  States  could  be  greatly  augmented  if  all  commodities  now 
imp(  rted  were  produced  at  home,  and  all  commodities  now  exported 
were  consumed  at  home.  The  cost  of  transportation,  now  amount- 
ing 1 3 several  hundred  millions  annually,  would  thus  be  saved.  Apply 
this  argument  to  trade  between  the  Middle  West  and  the  Pacific 
slopi',  and  expose  the  fallacies  involved  in  it. 

12.  “When  we  buy  goods  abroad,  we  get  the  goods  and  the 
forei  yyiefT  gets  the  money.  When  we  buy  goods  at  home  we  get  the 
gooc  s as  before,  but  the  money  remains  in  this  coimtry.”  Is  this  a 
vali(.  argument  against  importing  foreign  products? 

13.  From  your  knowledge  of  the  development  of  wants  under 
modern  conditions,  should  you  argue  that  international  trade  will 
tend  to  increase  or  to  diminish  in  the  future  ? 

1 4.  What  accoimts  for  the  fact  that  England  exports  cutlery  and 
fine  lardware  to  all  parts  of  the  world  ? Is  it  due  simply  to  superior 
reso  irces  of  coal  and  iron  ? 

15.  Is  international  trade  likely  to  be  permanent  if  based  upon 
(a)  c ifferences  of  climate  and  other  natural  conditions  ? (b)  differences 
in  re  lative  supply  of  land  ? (c)  differences  in  relative  supply  of  capital  ? 
(d)  ( ifferences  in  character  of  population  ? Tell  why  you  answer  as 
you  do  in  each  case. 

2.  The  Balance-of-Trade  Idea 

'he  doctrine  of  the  balance  of  trade,  although  it  is  of  relatively 
littli  significance  in  the  economic  science  of  the  present  day,  has 
historically  been  important.  It  merits  discussion  at  this  point 
chie  ly  because  of  its  lingering  influence  upon  uncritical  public  opinion 
and  Decause  of  its  relation  to  the  subject  of  the  international  exchanges. 

Questions 

1 . What  is  meant  by  an  unfavorable  balance  of  trade  ? 

2 . Is  an  “unfavorable  balance  of  trade”  really  disadvantageous  to 
a CO  mtry  ? 

;; . Does  the  term  balance  of  trade  refer  to  a balance  between  one 
nati  )n  and  another  nation  or  between  one  nation  and  the  rest  of  the 
worl  d ? 
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4.  The  United  States  imports  heavily  from  South  America  but 
exports  very  little  to  that  continent.  Is  there  any  way  in  which  the 
resulting  indebtedness  can  be  settled  without  a transfer  of  money 

c.  It  is  argued  that  imports  of  foreign  goods  may  result  in  the 
necessity  of  exporting  money  to  pay  for  them,  and  that,  therefore, 
where  such  is  the  case,  such  imports  should  be  stopped.  Do  you 

6.  In  the  seventeenth  century  many  nations  tried  to  regulate 
trade  so  as  to  bring  money  into  the  country  and  keep  it  from  gomg 
out.  Was  their  plan  a wise  one  ? 

7.  Could  a country  continue  to  export  gold  for  a long  period  ol 

time  ? If  not,  why  not  ? If  so,  under  what  conditions  ? ^ 

8 The  value  of  British  imports  is  nearly  $1,000,000,000  m excess 
of  the  value  of  British  exports  and  an  excess  of  imports  has  continued 

for  many  years.  How  can  you  explain  this?  ,111 

9.  The  United  States,  in  recent  years,  has  had  a favorable  balance- 

of  trade  and  yet  has  exported  gold.  Explain. 


3.  Foreign  Exchange  and  International  Payments 

Questions 

1.  Make  a list  of  the  causes  which  may  lead  to  a flow  of  money 

from  one  country  to  another.  , , . , u 

2.  Explain  the  steps  in  the  mechamsm  of  foreign  exchange  by 

which  a Chicago  importer  can  pa^  a debt  which  he  owes  in  London. 

3.  What  is  the  par  of  exchange  ? How  is  it  determined  ? 

4 What  are  the  gold  points  ? Why  does  not  exchange  nofmaUy 
rise  above  the  upper  gold  point  or  faU  below  the  lower  gold  point  ? 

c.  “The  nations  of  the  world  should  adopt  a uniform  system  of 
currency  with  a common  standard.  This  would  do  away  ■mth  all 
this  bother  about  ‘par  of  exchange,’  ‘gold  points,’  ‘rate  of  exchange, 

etc.”  Why  or  why  not? 

6.  What  persons  deal  in  foreign  exchange  ? 

7.  “The  rate  of  exchange  is  simply  another  case  of  the  applica- 
tion of  the  principle  of  demand  and  supply.  Given  tw’O  trading 
regions,  if  the  payments  due  each  from  the  other  are  equal,  exchange 
wall  be  at  par.  If  an  unequal  balance  exists,  demand  will  exceed 
supply,  or  vice  versa,  and  the  rate  of  exchange  will  move  away 
parity.”  Take  two  regions,  assume  certain  trading  operations,  and 

demonstrate  this  assertion. 

8.  Is  the  New  York  rate  of  exchange  on  London  likely  to  tall 
below  par  at  one  period  of  the  year  and  to  rise  above  par  at  other 
times  ? If  so.  when  and  whv  ? 
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9,  If  a Chicago  merchant  imports  coffee  from  Brazil,  and  nobody 
in  Biazil  imports  goods  from  the  United  States,  how  could  the  debt 
be  p:.id  with  foreign  exchange? 

i< ..  “ International  payments  are  made  by  credit  instruments  as 
long  IS  they  last.  Gold  flows  only  as  a last  resort.  Explain. 

I ..  If  there  should  be  a failure  of  the  cotton  crop  next  year,  would  I 

there  be  any  effect  upon  international  exchange  ? 

I !.  Would  a rise  in  the  rate  of  interest  in  New  York  tend  to  affect 
the  i iternational  flow  of  gold  ? W ould  it  tend  to  affect  the  rate  of 

exch:  inge  on  London  ? . , tt  • 1 o 

1 5.  How  would  the  opening  of  rich  gold  mines  m the  Umted  States 

tend  to  affect  the  rates  of  foreign  exchange  ? 

1 [.  Would  a rise  in  prices  due  to  an  inflated  paper  currency,  such 

as  to  D*k  place  during  the  Civil  War,  increase  imports  ? 

I ;.  How  is  a country  like  England,  which  has  no  gold  mines, 

supp  lied  with  gold  ? , , . 1 tt  • j 

I ).  Can  gold  have  a lower  value  in  England  than  in  the  United  } 

Stat(  s ? ^ 

ij.  Would  the  discovery  of  a rich  field  of  gold  in  the  United  j 

Stat<  :S  increase  or  diminish  the  real  wealth  of  England  ? 

1 5.  How  does  it  concern  the  people  of  the  United  States  whether  j 

or  n< 't  a foreign  country  adopts  the  gold  standard  ? |j 

I).  Should  you  expect  gold  to  have  a lower  value  in  Alaska  ^ 

than  in  England  ? How  great  could  such  a difference  in  value  be  ? 

2 D.  In  the  long  run  international  payments  tend  to  take  the  form 
of  c<  .mmodities,  rather  than  of  exchange  or  of  specie.  Explain  the 
way  in  which  (fl)  rates  of  foreign  exchange  stimulate  exports  at  times 
when  imports  are  in  excess;  (b)  flow  of  money  automatically  gives 

plac!  to  movement  of  goods. 


4.  F EGULATION  OF  INTERNATIONAL  Trade  (with  particular  reference 
t<  t the  protective  tariff) 

Questions 

].  What  is  the  distinction  between  a protective  tariff  and  a 

tarii  f for  revenue  only  ? . , . , 

j . It  was  once  thought  by  some  that  if  one  person  gamed  in  trade 

the'  ither  lost.  Do  you  believe  this  ? Would  such  a theory  hold  true 

as  r ;gards  trade  between  nations  ? 

* ^ Assuming  it  to  be  constitutional,  would  it  be  wise  for  the  state 

of  f Unois  to  levy  tariff  duties  on  goods  brought  in  from  other  states  ? 
, ..  If  the  duty  on  oranges  were  sufSciently  high  it  might  be  possible 
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to  develop  the  orange-growing  industry  in  Illinois.  Would  it  not 

be  tlie  protective  tariff  by  making  it  profitable 

to  carry  on  an  industry  increases  the  output  and  enpnders  a compe- 
tition which  ultimately  lowers  prices.  Do  you  think  so  ? ^ow  does 
this  argument  agree  with  the  argument  that  a permanent  tariff 

"“t  mat  is  the  infant-industry  argunaent?  Is  it  econonucaily 
sound  in  your  opinion  ? Does  it  apply  to  the  conditions  in  the  United 

States  todayj 

this^  country  a tariff  was  necessary  to  protect  the  maniffacturers 
against  European  products  made  by  cheaper  labm.  At  a later  peno 

it^was  argued  that  wages  were  high  because  of 

the  tariff  ^should  be  continued  in  order  to  keep  up  the  high  level  of 

waffes.  Can  these  statements  be  reconciled  ? Are  they  correct  ? 

%.  Can  one  without  inconsistency  use  the  infap-industry  arpimen 

and  at  the  same  time  argue  for  a permanpt  tariff  to 

Q.  Protectionists  assert  that  a developed  and  sheltered  home 
market”  is  of  great  benefit  to  sellers  and  buyers  alike.  Is  such  a 
home  market  wmth  the  cost  of  protection  (a)  to  the  manufacturer? 

(b)  to  were  practicable  it  would  doubtless 

be  economically  desirable.  In  actual  fact,  however,  most  commeraal 
natfons  maintk  protective  tariffs;  and 

nation  can  afford  to  adopt  a free  trade  policy,  which  wo^d  put  it  in 
the  position  of  exempting  foreign  manufactures  from  duties  wMe 
its  own  manufactures  were  taxed  in  foreign  ports,  and  would  depnv 
it  of  the  power  to  secure  tariff  concessions  from  other  countries  by 
threats  of  retaliatory  tariff  rates.”  What  do  you  think  of'  this 

contention  in  favor  of  a protective  tariff  for  a nation  with 
highly  developed  industries  is  the  claim  that  such  a tariff  is  necessary 
to  prLent  the  “dumping”  of  goods  by  foreign  makers,  and  conse- 
ouent  deoression  of  the  home  market.  Is  this  a valid  argument? 

Does  it  make  any  difference  whether  the  “dumping  is 

sporadic  ? Would  “ dumping”  be  a serious  evil  if  there  were  general 

free^tra^^tion  ^ ^g^gg  protective  duties,  and  has,  as  a result, 
highly  specialized  industry,  the  products  of  which  it  exports  in  ex- 
change for  foodstuffs.  Nation  B,  by  heavy  protective  duties,  has 
artificially  forced  the  diversification  of  its  industries.  Which  nation 
is  better  prepared  for  war  ? Which  is  better  prepared  for  peace  ? 
i,^.  Do  you  think  that  considerations  of  military  necessity,  social 
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solid  irity,  and  the  cultural  advantages  of  advanced  and  diversified 
indu  .try  have  a more  or  a less  important  bearing  upon  tariff  problems 
than  the  economic  question  of  the  cheapness  of  goods  ? Are  they 
inde]  >endent  of  the  cheapness  of  goods  ? 

“The  protective  tariff  not  only  protects  American  industry: 
it  ali  o forces  the  European  producer  to  pay  for  most  of  the  expenses 
of  ri  nning  our  government.”  Do  you  agree  ? 

15.  Who  actually  pays  protective  duties?  Do  you  suppose  the 
reve:  me  to  the  government  is  as  great  as  the  increased  expense  caused 
to  cc  nsumers  of  imported  goods  ? 

1 5.  Suppose  that  a protective  duty  of  $i  per  pound  on  a corn- 
mod  ty  never  before  produced  within  the  country  has  so  stimulated 
domjstic  industry  that  only  one  million  of  the  four  million  pounds 
of  tl  is  commodity  consumed  in  the  country  are  now  imported.  How 
grea . will  be  the  expense  to  consumers  due  to  the  imposition  of  the 
dut>  ? How  great  will  be  the  customs  revenue  to  the  government  ? 
Wh£  t becomes  of  the  difference  ? Does  the  government  get  any  of  it  ? 

17.  “Everything  we  buy  abroad  diminishes  by  so  much  the 
dem  ind  for  American  labor.”  Comment. 

I S.  When  did  the  United  States  adopt  a policy  of  high  protective 
duti'  ;s  and  what  were  the  reasons  put  forward  at  the  time  ? 

1 9.  Why  has  the  South  favored  free  trade  ? 

2 0.  What  are  the  reasons  for  the  growing  demand  for  a reduction 
of  tl  e tariff  ? 

21.  Explain  the  attitude  of  the  different  sections  of  the  country 
tow:  rd  the  tariff  at  the  present  time. 

2 2.  What  arguments  can  be  advanced  in  favor  of  continuing  the 
poli(  y of  protection  in  the  United  States  ? 

53.  We  have  had  protection  and  the  country  has  prospered  greatly ; 
ther  ffore  protection  should  be  continued.  Do  you  agree  ? 

j 4.  What  is  reciprocity  ? Has  it  any  advantages  over  (a)  unquali- 
fied protection  ? (b)  absolute  free  trade  ? 

: 5.  Would  it  be  more  economical  to  aid  American  industries  by 
givi:  ig  them  a bounty  equal  to  the  protective  duty  instead  of  that 

duty? 

' 6.  Why  do  we  not  have  export  duties  in  the  United  States  ? 
If  e:  port  duties  were  imposed,  whom  would  they  benefit  ? 

: 7.  How  would  the  adoption  of  free  trade  affect  the  American 
laborer?  Which  would  better  protect  American  labor,  high  tariff 
duti  es  or  laws  restricting  immigration  ? 

;;8.  What  is  the  effect  of  a protective  tariff  on  the  conservation 

of  natural  resources? 

■\g.  Who  really  determines,  in  this  country,  whether  an  industry 
shall  be  protected?  Who  determines  what  amount  of  protection 
shal  I be  given  ? Is  the  method  a scientific  one  ? 
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F.  THE  DISTRIBUTIVE  PROCESS 


I.  Introductory 

II.  Rent 

III.  Wages  and  Trade  Unionism 

IV.  Interest 

V.  Profits 

I.  Introductory 

We  have  to  do  here  with  the  sharing  among  the  members  of  society 
of  the  economic  goods  produced — of  the  social  dividend.  How  do 
men  secure  shares  of  this  social  dividend  ? What  determines  the 
amount  of  their  shares  ? Of  course,  these  shares  are  derived  ulti- 
mately from  production,  and  as  industry  is  now  organized  the  social 
dividend  is  distributed  in  the  first  instance  mainly  among  the  pos- 
sessors of  the  productive  agents.  The  laborer  receives  wages,  the 
landlord,  rent;  the  capitalist,  interest;  and  the  entrepreneur,  profits. 
Ordinarily  the  payment  is  made  in  the  medium  of  exchange,  money. 
But  money-w’ages,  money-rents,  etc.,  are  merely  the  nominal  shares 
in  the  distribution  of  wealth,  and  are  technically  called  nominal 
wages,  nominal  rents,  etc.,  accordingly.  Real  wages,  rents,  interest, 
and  profits  are  shares  or  specific  incomes  of  goods,  and  these  shares 
plus  taxes,  etc.,  make  up  the  amount  of  the  social  income  or  social 
dividend — the  total  of  goods  available  for  current  use. 

The  determination  of  these  distributive  shares  is  not  of  course 
effected  in  practice  by  fovmal  division  of  the  social  dividend  as  a lump 
sum.  The  term  social  income  does  not  refer  to  goods  actually  col- 
lected together  as  an  aggregate,  or  administered  collectively  for  soci- 
ety. Practically,  wages,  interest,  and  rent  are  fixed  by  the  bargains  of 
entrepreneurs,  and  represent  what  they  pay  for  labor  and  for  the 
ase  of  capital  and  land.  In  other  words,  the  problems  in  distribution 
are  problems  ifi  value.  At  this  point  the  principles  of  value  should  be 
reviewed  and  the  forces  and  manifestations  of  both  demand  and  supply 

should  be  recalled  to  mind.  ^ - j i • 

It  is  not  contended  that  in  actual  practice  all  individual  incomes 

are  in  exact  proportion  to  productive  service  rendered.  In  the 
vidual  case,  shares  in  the  social  dividend  are  secured  in  many  ways  and 
a multitude  of  forces  bear  upon  the  matter.  For  example,  shares  of 
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tli(  social  dividend  are  often  the  result  of  ^ft,  mhentance,  custom^ 
or  egal  appropriation,  force,  fraud,  or  theft  Most  incomes  of  adu  t 
pe;  sons,  however,  are  received  because  of  direct  or  indirect  partici- 

pa  ion  in  the  productive  process. 

Questions 

I.  Was  there  any  distributive  problem  when  each  household  was 

eo  time  and  efiort,  and  the  use  of  tools  and  land 

wlich  he  owns,  to  the  making  of  one  commodity,  which  he  s . 
Is  the  determination  of  his  income,  as  a practical  matter,  a question 

\^^tur  min  producing  a commodity. 

\ provides  the  land,  B furnishes  the  capital,  C does  the  manu^  work, 
aid  D watches  the  market  and  directs  the  production.  E^lain 
w lether  it  is  a question  of  exchange  or  a question  of  distribution  to 
d<  termine  (a)  the  aggregate  earnings  of  the  four  men;  (b)  the  earn- 

“ = 4°ira  marcil?perllet^^^^  others  in  making  one  commodity, 
Cl  n he  en^eS  tl  get  r^ore  than  a share  of  the  product  ? Try  to  answer 
ti  e aueslkm:  What  determines  the  extent  of  the  share  he  can  secure  . 

? “Tte  distribution  of  wealth  has  become  a practical  problem 

h *ra.nse  of  SDCcialization  in  industry.  Comment.  t j 4. 

6.  “The ^theory  of  distribution  is  the  theory  of  value  applied  to 

tl  le  valuation  of  productive  services.”  Do  you  agree  ? 

7 “Sin?nL?  wages,  rent,  interest,  and  profits  are  shares  of 

tVipv  Tniist  be  Daid  from  the  products  of  industry  already  past, 
I antX  lanf  labor,  and  capital  are  in  process 

merare  curZtiy  englgeH  producing?  Does  this  suggest  an 
e femeuTof  unfairness  in  Istribution  ? Does  it  suggest  a motive  for 

'“f  cl  youllfwMch  is  more  important  the  productive  process 
, r the  dfstributive  process  ? Are  they  entirely  separate«nd  distinct  ? 

10  “ The  only  question  of  any  real 
the  question  of  distribution.  Give  us  proper  distribution.  Do 
■ -ou  tiiink  the  amount  to  be  divided  has  any  significance  ? 
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II.  Rent 

2.  n7‘Diprmlial  Return  (without  necessary  reference  to  any 

Tvartiriilar  system  of  l3<n.d  ownersliipy  t>^  • 

3.  The  Relation  of  Economic  Rent  to  Contract  Rent  under  a Regrm 

of  Private  Property 

4.  Rent  and  Cost  of  Production 

5.  Rent  in  Relation  to  Taxation 

6.  Rent  and  Social  Reform 

7.  Economic  Phenomena  Analogous  to  Rent 

I.  Introductory  _ 

The  term  Rent  is  ol“ctiX^^^  kndl^'^Rent  is  the 

liln"  uToftCunder'eonditions  which  give  it  superior 

'’-£t:pn  ^th^ — iii-r  if  is!Ts 

r^il  alXlrobTemll™  S»Sd  and  supply. 

Questions 

j r 1 /I  Q rjiQP  of  derived  dems-iid?  el3*stic 
demld  ?lk“emkd^  Joint  demand  ? Show  why  you  answer 

as  y°“  do jn  ^ oj  the  demand  for  land  depend  on  the  use 

to  wiudi  theLd  is  to  te  put  ? Illustrate  your  answer  by  means 

examples.  . nf  land  influenced  by  each  of  the 

follo^wil  fhy^fcired^^^^  amiration.  either 

teellter  o/gold  sites  for  office-buildings  than 

TcoXlfu”  “LaKLd  of  a character  suitable  lor  (a)  buUding 
sites?  (b)  quarries? 

2.  The  Differential  Return  (wthout  necessary  reference  to  any 

particular  system  of  ownership)  x , j Tt 

Let  us  assume  a given  demand  for  the  semces^  Jt^is 

then  to  be  noticed  that  on  the  suj^  ^ntial  return  ” according  to  the 
experience  which  give  rise  to  a “ differential  * notice 

qudities  of  the  land,  and  the  way  it  is  used.  It  is  importani 
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that  this  “differential  return”  would  exist  under  any  organization  of 
soci  ity* 

I Quality  of  land  is  by  no  means  a matter  of  fertility  alone.  ^ In 
the  :ase  of  agricultural  land,  for  example,  the  suf)eriority  of  one  piece 
ove  • another  consists  in  its  capacity  to  yield  a given  product  at  lower 
cost ; and  since  the  cost  of  transportation  to  market  forms  part  of  the 
cost  'of  production,  properly  speaking,  accessibility  of  location  is  no 
less  important  than  fertility  of  soil  in  determining  the  rent  of  agri- 
cult ural  land.  Hereafter  such  land  will  be  regarded  as  good  in  pro- 
por  ion  as  it  combines  fertility  with  favorable  situation.  It  _ need 
seal  cely  be  pointed  out  that  in  the  case  of  buil>iing  sites  location  is 
usu  illy  the  only  element  of  practical  significance. 

Questions 

I (to  illustrate  agricultural  rent,  assuming  extensive  cultivation 
alore).  Suppose  that  in  a certain  self-sufficing  community  there  are 
thr.;e  plots  of  land.  A,  B,  and  C,  of  different  grades  such  that  the 
equivalent  of  loo  days’  labor  of  a man  with  appropriate  tools  pro- 
duces on  A 200  bushels  of  wheat;  on  B,  150;  and  on  C,  100.  That 
is,  i . bushel  of  wheat  costs  on  A half  a day  of  labor  and  capital  service; 
on  B,  two-thirds  of  a day;  on  C,  i day.  Obviously  A will  be  culti- 
vated first.  B will  not  be  cultivated  until  the  demand  for  wheat 
wa:  rants  a labor  and  capital  cost  of  two-thirds  of  a day  per  bushel, 
anc  C will  be  cultivated  only  when  the  demand  warrants  a cost  of 
I d ay  per  bushel.  Assuming  that  the  product  of  each  piece  of  land 
is  I mited  to  the  amount  specified  above,  make  out  a table  such  as 
is  i idicated  below,  showing,  for  each  plot  of  land  and  under  each  of 
the  given  conditions,  the  yield  in  bushels  and  the  rental  in  bushels 

wh  ch  would  be  paid. 


W £EN  Debiand  for  Wheat  Warrants 
Production  at  a Cost  of 

Land  A 

Land  B 

Land  C 

Yield 

Rental 

Yield 

Rental 

Yield 

Rental 

i d ly  per  bushel 

f d ly  per  bushel 

I d ly  per  bushel 

2.  Explain,  step  by  step,  the  causes  of  rent  under  conditions  of 
exi  ensive  cultivation  by  showing  why,  given  tlie  assumptions  of  the 
pri  vious  problem,  (a)  the  price  of  wheat  rises;  (6)  poorer  land  is 
resorted  to;  (c)  the  better  land  commands  a rental;  {d)  the  worst 
lai  d in  use  does  not  command  a rental. 
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, (to  aiuslrote  aericulturd  rent,  assuming  intensne  cultivation  oIom). 
Suppose  that  land  A.  as  described  ip  the  preceding  P^^lems  « the 
only  land  available.  If  the  application  of  more  than  too  days  labor 
on  this  land  causes  diminishing  returns  to  appear,  not  more  than 
200  bushels  can  be  raised  at  the  initial  cost  pet  bushel  of  a half-day  s 
use  of  labor  and  capital.  0sing  the  same  hgures  as  m Q““t'on  r, 
assume  demand  to  increase  so  that  a total  of  first  lOO,  then  , 
and  then  too  days’  labor  is  applied  with  a resultant  produa  of  first 
2S0.  then^35o,  aL  then  450  bushels  Work  out  the  tent  m each 
case.  Bear  in  mind  that  value  in  such  cases  must  cover  ‘be JlOTt  of 
the  marginal,  or  most  costly,  unit  of  the  product.  The  total  value 
of  the  crop  will  therefore  exceed  the  total  cost  of  the  crop. 

4.  In  actual  practice,  if  difierent  grades  of  land  are  simidtan^usly 
under  cultivation,  will  cultivation  be  intensive  (a)  on  any  of  the  land  ? 

(b)  on  all  the  land  ? , , ^ t 4.  w.’u.vv,  o 

5.  Formulate  a statement  explaimng  the  amount  of  rent  ^ 

given  piece  of  land  will  command  as  a result  of  both  intensive  culti- 
vation and  differences  in  quality  of  land.  ....  _ 

6.  “Assuming  demand,  the  cause  of  rent  is  the  inadequacy  of  the 

better  grades  of  land.  This  inadequacy  depends  upon  (a)  tbe  physical 
scarcity  of  the  better  grades  of  land,  and  {b)  the  law  of  diimmshing 

returns.”  Do  you  agree  ? , j u 

7.  If  all  land  were  equally  good,  could  there  be  rent  r 

8.  Could  the  worst  land  under  cultivation  yield  rent  ? 

9.  Does  rent  inevitably  exist  if  at  any  one  tune  lands  of  different 

10. ^Could  land  command  rent  while  other  land  equally  good 

remained  unused  ? ^ 

1 1 . Can  there  be  no-rent  land  ? Can  there  be  no  no-rent  If  nd  ? 

Under  what  conditions  ? . , ,. 

12.  What  would  be  the  effect  upon  rents  if  new  land  were  dis- 
covered ? if  a railroad  opened  up  a new  country  ? 

13.  If  the  state  owned  aU  the  land  would  there  be  any  rent? 

“The  doctrine  of  rent  breaks  down  because  the  doctrine  of 
marginal  cost  is  absurd.  Suppose  that  the  marginal  cost  of  wheat 
to  a certain  farmer  is  70  cents  per  bushel  and  that  wheat  is  selling 
for  70  cents.  If  the  average  cost  to  this  farmer  is  50  cents,  he  will 
be  under  strong  incentive  to  increase  his  output.  _ Thus  marginal 
cost  does  not  operate  so  powerfully  as  average  cost  in  price  deterim- 
nation  and  thus  the  rent  theory  breaks  down.  Why  or  why  not  ? 

ic.  Is  the  rental  of  building-sites  determined  by  the  same  prin- 
ciples which  apply  to  agricultural  land  ? If  so,  what  use  of  building- 
sites  corresponds  to  intensive  cultivation  ? 
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16.  Two  isolated  islands,  A and  B,  are  connected  by  a bridge. 
No  foreign  traffic  exists.  A can  be  used  for  cultivation  alone,  B for 
hal  itation  alone,  (a)  Can  any  land  on  A have  rent  ? Can  any  land 
on  B ? (6)  Can  all  land  on  A have  rent  ? Can  all  land  on  B ? 

3.  Che  Relation  of  Economic  Rent  to  Contract  Rent  under 
V Regime  of  Private  Property 

For  want  of  a better  term  let  us  call  the  “ scientifically  determined 
dif  erential”  discussed  in  the  preceding  section  economic  rent.  Now, 
in  his  present  society  of  ours,  the  actual  payment  for  the  use  of  land 
(so  metimes  called  commerdol  or  contract  rent)  may  be  widely  different 
fron  the  economic  rent,  owing  to  imperfect  competition,  custom, 

Ion  g-term  contracts,  etc. 

Questions 

1.  Assuming  perfect  competition,  demonstrate  that  {a)  the  land- 
lor  i cannot  exact  more  than  the  economic  rent  from  a tenant;  (b)  the 
tenant  cannot  secure  the  use  of  land  without  paying  as  much  as  the 

ecc  nomic  rent. 

2.  Can  you  cite  cases  where  commeraal  rent  exceeds  economic 
rer  t ? cases  where  it  is  less  than  economic  rent  ? Try  to  explain  the 
dis  :repancy  in  each  case. 

3.  Does  contract  rent  tend  to  equal  economic  rent  under  the 

shi  .re  system  ? > 

4.  What  determines  the  amount  which  would  be  paid  for  a year  s 

us(  • of  (a)  timber  lands  ? (b)  ore-bearing  lands  ? (c)  city  lots  ? (d) 
fa(  tory  sites  ? (e)  land  controlling  sources  of  water  power  ? (/)  fishing 

waters?  , 

5.  Is  the  “rent”  of  a down-town  New  York  office  rent  in  the 

eo  tnomic  sense  of  the  term  ? , , , -r  • rr  j j 

6.  How  much  could  be  exacted  for  the  use  of  land  if  it  afforded 

an  absolute  monopoly  of  the  sources  of  some  rare  mineral  ? 

7.  What  is  the  reason  for  the  assessment  of  betterments  when  a 

sti  eet  is  improved  ? 

8.  Are  we  to  term  the  income  yielded  by  permanent  improvements 

on  land  rent,  interest,  or  profits  ? 

9.  Are  tenants  hkely  to  make  permanent  improvements  upon 

re:  ited  land  ? Why  ? 

10.  How  would  rents  in  this  country  be  affected  by  inventions 
ra>  lically  improving,  as  regards  efficiency  and  cheapness,  (a)  harvest- 
in] : machinery  ? (b)  artificial  fertilizers  ? (c)  refrigerator  freight  cars  ? 

(d  I automobiles  ? j i. 

11.  It  is  said  that  the  development  of  the  bicycle  affected  sub- 

ur  Dan  site-rents.  Explain. 
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1 2 Will  agricultural  rents  increase  in  the  United  States  ? Will 
urban  rents  increase  ? Why  ? Would  your  answer  be  the  same  for 

all  sections  of  the  country  ? . , j 

13.  Why  did  the  land-owning  classes  in  England  oppose  the  repeal 

of  the  Corn  Laws,  which  levied  a duty  on  imported  gram  ? 

14.  A 50-acre  farm  has  a normal  yield  of  20  bushels  of  wheat  per 

acre,  and  the  normal  price  of  wheat  is  one  dollar  per  busheh  ^ 
farmer’s  outlay  for  labor,  use  of  tools,  etc.,  is  $300  annually.  His 
own  labor  is  worth  $500.  (a)  What  is  the  probable 

of  wheat  on  this  farm  ? (6)  What  is  the  economic  rent  ? (c)  If,  because 
of  a temporary  corner,  wheat  were  to  seU  for  $1.50  for  a days, 
would  that  affect  (a)  the  marginal  cost  ? (b)  the  economic  rent  ? (c) 

the  cont  ordinarily  fixed  by  capitalizing  ^e  rental 

— i e:  a person  will  pay  for  a piece  of  land  an  amount  which,^  ff  it 
were  used  for  another  investment  equaUy  secure  and  P^o^^ing 
would  yield  an  income  equal  to  the  rent  of  the  land.  Is  this  an 
adequaS  statement?  Is  present  rental  or  expected,  future  rental, 

capital  perfectly  well  that  much  land  which  is  not  yet 

used  will  sell  for  a good  figure.  Take,  for  example,  bmlding  land 

at  the  outskirts  of  the  building  section.  7^  nrir?’ 

in  this  case  would  be  zero,  yet  the  land  will  bring  a good  price. 

Comment.^ertain  of  city  land  is  leased  for  99  years  at  $10,000  a 
year.  If  taxes  on  the  land  amount  to  $2,500  per  year,  what  price 
Luld  the  land  sell  for,  assuming  that  the 

from  similar  investments  is  (a)  4 per  cent?  {b)  5 per  cent?  ( ) 
per  cent  ? ( 

4.  Rent  and  Cost  or  Production 

Questions 

I.  From  the  standpoint  of  a tenant,  is  the  rent  he  pays  one  of 
^!^Suppos°e  S^“thTteLnt  should  have  his  rents  remitted  by  a 

benevolent  landlord.  Would  the  tenant  increase  his  output  ? Would 

he  sell  this  output  at  a lower  price  per  bushel  ? Does  the  payment 
of  rent  affect  the  price  of  the  products  of  rented  land  ? ^ 

3 Taking  the  term  cost  of  production  to  mean  marginal  cost,  or 
the  cost  which  determines  the  supply-price  of  the  commoffity  pro- 
duced, is  rent  determined  by  cost  of  production  or  is  cost  of  pro- 
duction determined  by  rent  in  the  simple  case  of  one  agncultural 
commodity,  as  wheat,  raised  on  different  grades  of  land  ? 
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4.  If  the  owners  of  wheat  lands  mentioned  in  the  last  problem 
ref u Si  ;d  to  be  paid  for  the  use  of  their  lands,  would  the  cost  of  produc- 
tion « »f  wheat  be  changed  ? 

5.  In  fact,  land  is  used  for  many  purposes.  Does  the  fact  that 
build  ngs  are  erected  on  better  lands  than  are  now  used  for  growing 
whea : cause  the  marginal  cost  of  wheat  to  be  greater  than  it  would 
be  ot  lerwise  ? 

6.  Is  rent  a result  of  production,  a condition  preceding  production, 
or  ar  outlay  in  course  of  production,  (o)  in  the  case  of  newly  reclaimed 
land  wanted  for  only  one  use?  {b)  in  the  case  of  land  which  has 
provi  d its  fitness  for  many  purposes  ? 

7 A grocer  establishes  his  shop  on  a corner  site  in  a fashionable 
resid  mce  quarter  of  a large  city.  Should  you  expect  his  rental  to 
be  hi  ?h  ? Why  ? Should  you  expect  him  to  charge  high  prices  ? 
Why  ? Why  should  he  choose  such  a location  ? 

8.  The  small  shopkeeper  on  the  outskirts  of  a large  city  frequently 
says  that  he  can  sell  his  goods  cheaper  than  the  big  stores  in  the 
centf  r of  the  city  because  his  rent  is  low.  If  that  is  so  why  do  not 
the  1 irge  stores  move  to  a place  where  their  rents  would  be  lower  ? 

5,  R:  :nt  in  Relation  to  Taxation 

Questions 

1 Suppose  a tax,  equal  to  the  economic  rent,  levied  on  every 
piece  of  land.  Assuming  perfect  competition,  and  assuming  that  the 
tenant  leaves  the  land  in  as  good  condition  as  he  found  it,  could 
a lar  dlord  shift  to  his  tenant  the  burden  of  the  tax,  wholly  or  in 
part  ’ What  would  be  the  effect  of  the  tax  upon  agricultural  prices  ? 

2 How  should  you  modify  your  answers  to  the  preceding  question 
if  thi ! tax  were  less  than  the  economic  rent,  but  proportional  to  it  ? 

3 In  actual  practice  who  would  be  likely  to  bear  the  burden  of 

the  t IX  in  each  of  the  above  cases  ? 

4 How  would  the  price  of  land  be  affected  in  each  of  the  above 
cases  ? Would  a man  who  bought  the  land  after  the  tax  had  been 
impo  5ed  bear  any  of  the  burden  of  this  taxation  ? 

5 How  would  a tax  of  10  cents  per  bushel  on  wheat  affect  rents  ? 

6.  R :nt  and  Social  Reform 

L ind  is  characteristically  a free  gift  of  nature,  and  many  of  the 
adva  itages  of  owning  land  are  the  results  of  natural  or  social  condi- 
tions which  the  owner  has  done  nothing  to  bring  about.  Hence  the 
incoiie  of  the  landlord  has  been  called  the  unearned  increment^  and 
soda  I reformers  have  desired  to  abolish  it. 
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Questions 

I.  Give  a striking  case  of  the  unearned  increment  from  your  own 

e^^n  A corporation  buys  a tract  of  waste  land  and  proceeds  to  con- 
struct a large  industrial  plant,  and  to  develop  transportation  facilities 
lay  out  streets,  and  otherwise  provide  for  the  buildmg  up  of  a mill 
town.  Do  rents  in  such  a town  constitute  an  unearned  increment  ? 

3.  Did  individuals  or  society  at  large  create  the  conditions  which 

cause  the  real  justification  of  private 

in  land  is  the  fact  that  the  acquisition  of  the  land  has  involved  effort 
and  sacrifice,  or  the  fact  that  land  held  as  private  property  is  more 

likely  to  be  utilized  efficiently  for  production  ? j 

5.  Would  the  amount  of  available  land  be  changed  if  pnvate 

oroDertv  in  land  were  abandoned  ? , 

6.  What  advantages  to  society  result  from  the  pnvate  ownership 

land  nationalization  is  to  be  resorted  to  should  you  favor 
accomplishing  it  by  the  method  of  compensation  or  by  that  of  con- 

fiscaUo^n?it  property?  Since  land  is  Nature’s 

gift,  has  one  a better  right  than  another  to  it  ? Could  we  justify 

confiscation  by  this  line  of  reasoning  ? ^ 

Q.  Can  it  be  said  that  at  present  the  rent  surplus  is  practicality 
to  be  regarded  as  interest  on  the  money  spent  in  the  purchase  of  the 
land?  Does  that  justify  us  in  continuing  the  payment  of  rent  to 

individual  landowners?  ^ n r < 

10.  Should  you  regard  it  as  confiscaUon  to  tax  away  all  future 

unearned  increment  ? Could  it  be  done  ^ , , ,1 

11.  Is  land-owning  always  profitable?  Do  land-values  always 

"^^^^12.  Would  a tax  on  rent,  by  jeopardizing  the  advantages  of  land- 
owning, prevent  the  improvement  of  land  ? Do  you  know_  of  cases 
in  which  persons  have  erected  buildings  or  made  other  improve- 
ments on  land  they  did  not  own  ? 

7.  Economic  Phenomena  Analogous  to  Rent 

The  principles  of  rent  have  often  been  extended  to  explain  by 
analogy  economic  phenomena  other  than  the  differential  return  to 
land.  Thus  the  excess  of  the  total  utility  of  a commodity  over  its 
total  cost  is  called  consumers’  rent;  the  excess  of  interest  received 
for  loans  of  capital  above  the  cost  of  saving  which  lenders  have 

inciitred  is  called  savers^  rent,  etc. 


I 


lOO 


OUTLINES  OF  ECONOMICS 


A gain,  the  higher  earnings  of  specially  skilled  workmen  or  highly 

elfici  mt  entrepreneurs  are  often  likened  to  rent. 

A particularly  interesting  analogy  is  presented  by  the  case  ol 
capilal  goods  which  cannot  readily  be  duplicated  or  increased  in 
aiio  int,  and  which  thus  afford  at  least  temporarily  a superior  and 
limited  productive  service.  The  return  for  such  services  has  been 
called  quasi-rent  and  constitutes  the  borderland  between  rent  and 

intei  est. 


III.  Wages  and  Trade  Unionism 

] . The  Demand  for  Labor 

5 . The  Supply  of  Labor 

■ . Some  Practical  Applications  of  the  Principle  of  Demand  and 

Supply  to  the  Subject  of  Wages 

i . The  Specific  Productivity  Theory  of  Wages 

I . Trade  Unionism 

% 

' "he  problem  here  is  the  evaluation  of  the  services  of  labor. 

^ Vages  in  a specific  case  are  the  payment  ^ven  for  labor  service 
renc  ered.  Fundamentally,  wages  are  economic  goods— commodities 
and  services  (real  wages).  Practically,  labor  is  paid  for  in  money 
(mo  aey-wages  or  nominal  wages)  which  gives  the  laborer  command 

Our  discussion  will  center  on  the  application  of  pnnaples  of 
deirand  and  supply  to  the  problem  of  the  value  of  labor. 


1 


I.  1'he  Demand  for  Labor 

Questions 

• Is  the  demand  for  labor  a derived  demand?  a composite 
den  and  ? a joint  demand  ? an  elastic  demand  ? a case  where  the  pnn- 
del  ■ of  substitution  has  wide  play  ? Prove  your  answer  in  each  case. 
i.  Is  the  demand  for  the  labor  of  footmen  direct  or  derived  ? Is 

it  a joint  demand  ? , . , j 

i In  determining  the  wage  of  a particular  man,  are  we  concerned 

with  the  demand  for  labor  in  general,  or  with  the  demand  for  labor 

of  t le  kinds  he  can  furnish,  or  with  the  demand  for  labor  in  his  trade  ? 

I “ Since  labor  is  in  demand  simply  as  a means  to  the  attainment 

of  I he  utilities  it  serves  to  produce,  the  maximum  price  which 

be  ] laid  for  labor  can  never  normally  exceed  the  normal  price  of  the 
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I.roduct  Whenever  tools,  etc.,  are  necessary  in  production  the 
maximum  price  which  could  be  paid  for  labor  will  be  less  than  the 
DriS™“”he  product  by  the  amount  which  must  be  spent  tor  ^e 
Srofthe  oiher  produhive  factors.”  Do  you  agree  with  this  line 

ol  necessarily  offers  of  employment  to  labor: 

(a)  an  offer  to  purchase  a watch;  (6)  an  offer  to  let  a contract  to 

build  a $ioo,ooo'^house;  (c)  investment “ “ “™8S^ 

6.  Does  a demand  for  antiques,  paintings  by  old  masters,  etc.. 

Is  tKmlS“commo^^^^^^^  already  manufactured  a demand 

for  labor  ? automobile,  does  an  order  for 

the  deliver)  of  an  antLobUe  within  a week  create  a demand  for 

*^*"9!^Does  the  manufacture  of  shoes  create  a demand  for  the  employ- 

rnent  of  l3-bor  in  other  industries?  ^ 

lo  Will  the  demand  for  labor  be  greater  in  a sparsely  settied 

country  or  in  a densely  settled  country,  assuming  rich  natural  resources 

“ “"''spSung  generally,  does  the  laborer  gain  or  lose  by  working 

under  conditions  of  abundance  of  land  and  capital  r' 

12.  If  a factory  town  is  destroyed  by  fire  will  the  demand  for 

labor  throughout  the  country  at  large  increase  or  decrease 

17  Why  should  not  the  farmer  who  uses  good  land  pay  high 
wages  than  the  farmer  on  poorer  land,  instead  of  paying  rent  ? 

2.  The  Supply  of  Labor 

The  value  of  commodities  in  general  has  been  shown  to  be  rekted 
to  rondltfonr^  limitation  cost  of^ct^on 

formal  and  informal  social  control,  monopoly,  perishability,  etc 
Now  in  attempting  to  discover  how  labor-service  is  evaluated,  we 
muTt  iLSre  whrtLr  this  particular  commodity  is  subject  to  the 
"me  laXof  supply  as  the  Vrs.  The  inquiry  complicated  by 
tVip  fart  that  suDplv  of  labor  is  largely  a matter  of  the  number  and 
abilities  of  the  persons  who  work.  But  it  is 

persons  as  laborers  only,  with  no  interest  in  i e ^ p ^ 

wages.  These  same  persons  are  consumers,  to  meet  whose  needs 

the^  industrial  system  exists.  Their  capacities,  ^i}cir  ^^nlhngness  to 
^ork  their  very  existence,  depend  not  simply  on  the  desire  of  others 
for  their  services  but  also  on  the  desire  to  live  and  the  ideals  of  hving 
which  have  animated  their  ancestors  and  which  continue  to  animate 

the  workers  themselves. 

i 
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Questions 

1.  Does  every  individual  represent  the  same  amount  of  labor- 

powei  ? Why?  i i i-  t 

2.  Is  there  at  a given  moment  any  physical  limitation  ot  me 

suppi/  of  (a)  laborers?  (b)  labor?  What  is  the  nature  of  the 

limitction?  , , r j 

3.  What  relation  exists  between  the  standard  of  living  and  the 

suppi  / of  (a)  laborers?  {b)  labor?  , . , • 

4.  Ordinarily  an  increased  demand  for  a commodity  which  is  not 

absoi  itely  limited  in  amount  will  result  in  an  increased  supply.  To 
what  extent  would  this  be  true  of  laborers  ? of  labor  ? 

5.  Does  cost  of  production  in  the  case  of  labor  rnean  (a)  mere 
subsistence  of  the  particular  laborer?  (6)  mere  subsistence  plus  a 
retur  1 for  expense  of  training  ? (c)  sufficient  return  to  enable  a laborer 

to  re:  .r  a family  ? If  the  last,  how  large  a family  ? 

6.  Does  what  it  “cost  to  produce”  a given  laborer  determine 
his  vage?  Does  it  have  any  bearing  on  the  rate  of  wages  in  the 

7.  Does  the  amount  of  labor  which  will  be  supplied  depend  to  any 
exter  t upon  the  rate  of  wages  ? If  so,  does  the  rate  of  wages  influence 
the  lumber  of  persons  able  to  work,  or  their  willingness  to  work, 

8 To  what  degrees  and  in  what  ways  is  the  supply  of  labor 
servi'  ;e  affected  by  (a)  perishability  ? (b)  difficulty  of  transportation  ? 

Q.  “The  owner  of  labor  cannot  be  separated  from  the  cornmodity 
he  sills.  He  must  deliver  it  in  person.  This  makes  a difference 
betw  ;en  the  supply  of  labor  and  the_  supply  of  other  goods.”  How  ? 

10.  Cite  cases  where  formal  social  control  affects  the  supply  of 
laboi  Cite  cases  where  informal  social  control  affects  it. 

I c.  Does  legal  limitation  of  the  hours  of  labor  affect  the  supply 
of  la  Dor  ? May  it  in  some  cases  actually  increase  labor  supply  ? 

1 2.  Cite  cases  of  monopolistic  limitation  of  the  supply  of  labor. 

1 3.  Do  you  think  that  immigration  increases  the  supply  of  labor  ? 

3.  Some  Practical  Applications  of  the  Principle  of  Demand 
A ID  Supply  to  the  Subject  of  Wages 

Questions 

I It  has  been  said  that  an  increase  in  the  number  of  laborers 
canr  ’ot  depress  general  wages  because  this  increase  implies  a corre- 
spording  increase  in  consumption  and  in  demand  for  labor.  P 
anyl  hing  overlooked  in  this  argument  ? 
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2.  How  would  a sudden  introduction  of  machinery  affect  wages  ? 

3!  Why  are  the  wages  of  skilled  managers  greater  than  those  o 

Wh^are  the  wages  o{  servants  higher  in  the  United  States 

than  in  England  for  the  same  grade  of  service? 

5.  What  should  you  have  to  pay  a cook  in  an  Alaskan  gol 

ISmers  on  railway  embankments  in  India  were  paid,  accor^ 
ing  to  Mr.  Brassey,  from  9 to  12  cents  a day,  but  in  England  fro 
71;  to  87  cents  a day;  yet  the  expense  of  building  a mile  of  rail- 
way was  about  theLme  in  the  two  places.  How  do  you  account 

for  unskilled  labor  suffer  more  or  less  than  skilled  labor  by 

forced  changes  to  new  employment  ? _ . .r  • 

8 Can  laborers,  by  strikes  and  combinations,  raise  their  wag 

to  a point  where  nothing  is  left  for  rent  or  interest?  Why  n°t? 

0.  Differences  of  wages  have  been  classified  as  follows, 
fi'l  Differences  of  Wages  for  Different  Employments: 

(i)  Differences  tending  to  equalize  the  advant^es  of  all  occup  - 
tions  by  making  reward  proportionate  to  effort  and  sacrifice. 

(ii)  Differences  arising  from  the  more  or  less  hinited  number  ot 
persons  whose  aptitudes,  inborn  or  acqmred,  penrnt  them 

adequately  to  perform  a given  task.  ^ ir  ^1 

(2)  Differences  of  Wages  for  Different  Persons  in  a Given  Employ- 

Differences  corresponding  to  differences  of  efficiency. 

Explain  wherein  these  various  differences  are  due  to  conditions 

demand  and  wherein  they  are  due  to  conditions  of  supply. 

10.  Give  examples  of  cases  in  which  arduous  and  unpleasant  work 
commands  a high  compensating  wage.  Give  examples  of  other  cases 
where  low  wages  and  hard  conditions  of  work  go  together.  _ Can  ^ou 
explain  the  difference  between  the  two  groups  of  cases  which  results 

in  this  difference  of  remuneration  ? 

11.  Is  the  labor  market  a single,  competitive  market?  Does  the 

illiterate  immigrant  compete  for  work  with  the  lawyer  i' 

12.  Show  by  means  of  examples  how  differences  of  wealth,  educa- 
tion, social  connection,  inborn  ability,  etc.,  may  separate  the  labor 

”^^^3!\n\hrUni^^^^  are  tL  economic  barriers  between  social 

classes  results  of  free  competition  as  between 

employments  it  is  not  necessary  that  every  person  m any  one  employ- 
mentTall  be  free  to  change  to  another.  If  a few  are  mobile  their 
shifting  will  ordinarily  suffice  to  adjust  the  supply  of  labor  to  tb^ 
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beariig  has  it  on  the  principle  of  non-competing  groups 

I “Competition  between  apparently  non-competing  groups 
is  in  some  cases  made  operative  by  an  application  of  the  principle 
of  su  DStitution.  It  may  be  possible,  e.g.,  to  replace  skilled  laborers 
by  u iskilled  laborers  working  wdth  improved  machinery.  The  gap 
which  exists  between  the  two  grades  of  labor  is  here  bridged  by 
substituting  capital  for  superior  skill  of  workmen.”  Give  examples 
of  indirect  competition  of  this  sort. 

lo.  What  effect  on  wages  should  you  expect  as  a result  of  better 
prov  sions  for  free  technical  education  ? 

I r.  Are  the  farmer,  the  miller,  and  the  baker  members  of  the 
same  group  of  laborers,  or  of  competing  groups,  or  of  non-competing 
grou]  )S  ? 

1 5.  Does  the  principle  of  non-competing  groups  help  to  account 
for  ciflferences  between  men’s  w^ages  and  women’s  wages? 

I ).  In  a certain  office  a man  and  a woman  are  sitting  side  by  side 
doing  the  same  work.  The  woman  is,  if  anything,  more  efficient 
than  the  man.  Her  wage  is  considerably  lower.  Explain  how  this 

can  be. 

20.  What  reasons  can  you  offer  to  explain  why  the  wages  of 
worn  m are  generally  lower  than  the  wages  of  men  ? 

2 [.  If  laws  were  passed  requiring  that  women  should  have  the 
same  wages  as  men  wherever  they  were  employed  in  similar  work 
woul  1 men  or  women  derive  the  greater  benefit  from  the  rule  ? 

2 5.  It  is  urged  that  a minimum  wage  should  be  fixed  by  law  for 

certa  in  industries.  Why,  or  why  not  ? 

2 ;.  Allowing  for  all  the  influences  thus  far  considered,  what  con- 
ditio IS  fix  the  maximum  and  minimum  limits  to  the  rate  of  wages 
in  a ^articular  case  ? What  determines  the  wage  actually  paid  ? 


4.  Tie  Specific  Productivity  Theory  of  Wages 

1 he  value  of  labor  appears  to  depend  on  the  efficacy  pf  labor. 
The  efficacy  of  labor  in  turn  depends  on  the  manner  in  which  labor 
is  en  ployed.  Under  certain  conditions  of  demand  and  supply,  labor 
may  be  used  in  conjunction  with  land  and  capital  so  inadequate  that 
the  ]>roduct  of  the  industry  is  restricted  by  the  intensive  operation 
of  the  principle  of  diminishing  returns.  In  such  cases  where  the 
labo  - force  is  disproportionately  large,  the  product  per  laborer  will 

be  small. 

1 his  suggests  the  principle  that  individual  wages  for  a given  grade 
of  labor  will  not  exceed  the  amount  which  is  added  to  the  product 
by  tie  effort  of  the  marginal  laborer;  that  if  the  supply  of  labor  i? 
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not  excessive,  and  if  laborers  are  able  to  exact  favorable  terms  of 
employment  on  account  of  competition  among  persons  who  wish  to 
ZTlTm,  wages  will  not  fall  substantially  below  the  amount  o 
ffie  product  added  by  the  marginal  laborer.  The  term  “margma 
laborer”  means  here,  as  most  commonly,  not  the  least  compet 
laborer  but  the  laborer  of  normal  capacity  employed  under  the  con- 
ditions least  favorable  for  his  productiveness.  ^ 

The  theory  that  wages  correspond  to  the  marginal  productivity 
of  labor  Ci  e to  the  productivity  of  those  laborers  who  are  least 
ekctively  is  known  as  the  specific  productivity  theo^ 

of  wases^  Its^  adequacy  to  explain  actual  wages  is  disputed.  At 
least  it  affords  an  interesting  suggestion  for  the  analysis  of  the  demand 

for  labor. 

Questions 

1.  Could  there  be  any  production  without  labor?  How  is  it 
possible  to  estimate  the  share  of  the  product  which  labor,  as  dis- 

tinfniished  from  capital  and  land,  produces?  i j 

2.  Could  an  employer  ascertain  how  much  of  the  total  product 

deoends  on  the  work  of  any  one  laborer? 

^r  Why  should  laborers  in  general  consent  to  the  remuneration 

which  conforms  to  the  product  of  the  marpnal  laborer  i.e.,  of  the 
laborer  employed  under  the  most  unfavorable  circumstances  ? Could 

which  make  the  mar- 

5 ’sup^^e"?  incre^e  hTth’e''number  of  persons  seeking  employ- 
ment  as  laborers  without  any  increase  m the  number  of  consumers 
S the  products  of  labor.  What  will  be  the  effect  on  wages?  Will 
this  effect  be  due  to  change  in  the  marginal  utility  of  the  product  or 
to  change  in  the  number  of  units  produced  by  the  mar^nal  laborer  ? 

other  factors  remaining  unchanged,  wages  would  be  affected  by  (a) 
increase  in  the  number  of  laborers;  {b)  decreased  demand  for  the 
product.  Do  you  arrive  at  the  same  conclusion  if  you  answer  accord- 
ing to  the  demand-and-supply  theory  ? , 1 * 

Does  the  specific  productivity  theory  of  waps  take  adequate 
acclunt  of  supply  of  labor?  How?  Of  demand  for  labor ? How? 

8.  Do  differences  of  wages  as  between  occupations  correspond 
to  differences  in  the  marginal  productivity  of  labor? 
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5.  Vrade  Unionism 

a)  Causes  of  Trade  Unionism 

b)  Trade  Union  Organization  and  Demands 

c)  Trade  Union  Theory 

d)  Trade  Union  Policies  and  Methods 

t)  The  Social  Problem  of  Unionism 

Trade  unions,  like  railroads  and  trusts,  are  an  important  factor 
in  t le  productive  organization  of  industry.  The  unions  have  devel- 
oped into  a complex  organic  network  which  tends  to  parallel  the 
pec  iniary  and  political  organization  of  society  and  influences  eventu- 
ally the  productive  process. 

‘ Trade  unions  are  discussed  in  this  outline  under  the  distributive 
pro*  :ess  because  they  are  organized  to  secure,  primarily,  higher  wages, 
sho]  ter  hours,  and  better  conditions  of  employment  generally  for  their 
mei  ibers.  They  seek  these  ends  by  a great  variety  of  means.  Promi- 
nen;  among  these  means  are:  (i)  the  establishment  of  a standard  or 
unij  orm  rate  of  wages  for  each  kind  of  work;  (2)  the  fixing  of  a normal 
or  iniform  working  day  or  week;  (3)  the  establishment  of  standard 
or  i niform  methods  of  work  and  processes  of  production;  (4)  limita- 
tior  and  control  of  the  speed  and  output  of  the  workers;  (5)  entrance 
rest  fictions  and  apprenticeship  regulations;  (6)  arbitration  and  con- 
ciHction;  (7)  strikes  and  boycotts;  (8)  trade  union  insurance;  and 
(9)  labor  legislation. 

The  activity  of  trade  unions  has  of  late  greatly  stimulated  the 
organization  of  employers’  associations.  Some  understanding  of 
these  associations  is  essential  to  an  estimate  of  the  significance  of 
uni*  mism. 

a)  Causes  of  Trade  Unionism 

Questions 

:.  How  do  the  economic  functions,  status,  and  social  environment 
of  t le  wage-workers  and  the  employers  differ  essentially  ? 

>.  What  is  it  that  has  caused  these  differences  and  what  was  their 
historical  origin? 

5.  Do  such  differences  create  diverse  notions  on  the  part  of  workers 
and  employers  in  regard  to  justice,  rights,  and  importance  of  economic 
fun  :tions  ? 

[.  If  you  were  a wage-worker  should  you  fed  that  your  interests 
and  those  of  your  employer  were  essentially  opposed  in  any  vital 
ma1  ters  ? 

;.  Under  the  conditions  of  capitalistic  production  and  distribu- 


THE  DISTRIBUTIVE  PROCESS 


107 


“t"Sder'  3e%Tondit!ons  is  the  employer  disposed  or  forced 
to  exercise  to  the  full  extent  any  bargaining  advantage  which  he  y 

UnVerThaf'cfrLmstances  and  in  what  ways  might  trade 

What  circumstances  ordinarily  lead  to  their  organization  ? 
b)  Trade  Union  Organization  and  Demands 


Questions 

I What  are  the  essential  differences  between  a ^ 

indikriaT  union,  and  a labor  union  ? Name  an  example  of  each 

What  is  a local  union?  What  is  a national  or  international 
union  ? What  are  the  general  relations  between  the  local  and  th 

naucn^hat  principal  union  officers? 

ordfnarily  performed  by  the  secretary,  the  orgamzer,  the  waffimg 
defegateL  business  agent.  What  is  the  sovereign 

r What  is  the  American  Federation  of  Labor  ? What  is  its  r 
tion^othe  various  local  and  national  unions  ? What  are  its  pohaes  ? 

c)  Trade  Union  Theory 

Questions 

X.  Some  unionists  look  with  disfavor  upon  the  indi^dual 
“uses  up  more  than  his  share  of  the  dimand  for  work.  Examine 

r Wh^do*  :timp"bUsh  the  principle  of  unifmrmty 
with  respert  to  wage-rates,  hours  of  work,  and  conditions  of  emp  y 

ment  g^neraUy  do  unions  support  their  attempts  to 

limit  and  control  the  speed  and  output  of  workers  ? 

4.  On  what  grounds  do  unions  attempt  to  limit  the  numbers  and 

control  the  workers  in  a trade  ? * fu,. 

r Employers  claim  that  unions  attempt  to  prevent  the  .intfoduc 

tion  of  maVnery  and  improved  processes.  How  would  union  advo- 
cates  justify  such  attempts  ? 
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6.  Unionists  claim  that  “high  wages  breed  high_  wages.”  On 
what  assumptions  is  this  claim  based  ? Are  they  legitimate  assump- 

tions  ? 

7 Can  shorter  hours  and  better  conditions  of  employment  be 
seem  ed  by  all  workers  without  lowering  the  wages  of  some  ? 

8 When  one  set  of  workers  secures  higher  wages  without  a corre- 
spon  ling  increase  of  output,  must  someone  else  suffer  ? If  so,  who  ? 

9 Will  increase  of  the  efficiency  of  one  grou])  of  workers  neces- 
saril’  '■  increase  their  wages  or  make  it  possible  for  them  to  secure  higher 

wag<  s ? 

1 3.  If  the  anthracite  coal  miners  forced  the  mine  owners  to  grant 
a 20  per  cent  increase  in  wages,  who  might  foot  the  bill  ? 

d)  7 rade  Union  Policies  and  Methods 

Questions 

I What  is  the  practice  of  unions  in  regard  to  the  admission  of 
menr  bers  ? If  the  union  refuses  to  admit  a capable  man  does  the 
unio  1 gain  ? Does  anyone  besides  the  debarred  worker  suffer  ? 

2 . What  is  the  policy  of  unions  in  regard  to  apprenticeship  ? Is 

unio  1 apprenticeship  an  effective  method  of  training  skilled  workers  ? 
Wha  t are  the  actual  purposes  of  unions  in  maintaining  the  apprentice- 
ship system?  . , , . « , 

3.  Unionists  claim  that  they  favor  industrial  education  ^ when 

it  dies  not  play  into  the  hands  of  the  employers.”  Explain  this 

stat(  ment.  , , . , , 

. Most  unions  demand  and  attempt  to  enforce  the  union  or  closed 

shop  ; most  employers  are  bitterly  opposed  to  it.  Why  in  each  case  ? 

c . Unions  attempt  to  establish  a minimum  wage  for  each  kind 
of  V ork  and  a maximum  number  of  hours  that  a man  may  work. 
Wffi’,  in  each  case? 

i . In  many  recent  wage  disputes  agreement  was  reached  by  three 
jnen  —a  representative  of  the  employers,  a representative  of  the  unions, 
and  a third  chosen  by  these  two.  What  is  this  mode  of  settling 

disp  Jtes  called  ? , , 

' . Distinguish  arbitration,  conciliation,  and  collective  bargaining, 

and  compare  their  advantages  as  methods  of  regulating  the  conditions 

of  enployment. 

i . What  is  a trade  agreement  ? 

(..  Are  strikes  as  such  beneficial  to  union  laborers?  On  what 
groi  nds  do  unionists  justify  the  resort  to  strikes  ? 

• o.  What  is  a sympathetic  strike  ? 

I.  In  the  last  telegraphers’  strike  in  Chicago  workers  in  front 
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of  the  Western  Union  offices  were  arrested  for  “vagrancy."  What 
strike  duty  were  they  performing  at  the  time? ^ 

12  Umons  are  violently  opposed  to  “ scabs  and  rats,  andsuen 

oersons  frequently  fall  into  the  hands  of  “educational  committees. 
£Xin  thf  r^e^  of  this  statement.  If  you  were  a unionist 

fhoulTyou  hSre  the”  same  attitude  toward  scabs,  and  tf  so  «hy  ? 

I,  in  a labor  controversy  the  employer  s^etimes  discharps 
all  the  workers;  what  is  this  action  called?  Has  the  employer  a 

right  so  to  discharge? 

la  What  is  a blackhst?  What  is  a “whitehst  ? , , 

r*  Whqf  the  consensus  of  judicial  decisions  m regard  to  the 

lettal^y  d W sySpa^^^^^^  («  Pi^keUng?  (c)  the  boycott 

(/)  bla^ckhsk  ? S you  detect  any  general  principle  underlying  thes 

'^'“iT'wtot  is  an  injunction?  Why  are  injunctions  especiaUy 

eSectiVe  in  suppressing  strikes  ? , What  changes  in  the  law  concermng 

iniunctions  are  desired  by  the  unions  ? Why  r wu-i. 

Do  the  unions  act  as  effective  employment  agencies?  Why 

does  a good  unionist  demand  “union  labor  goods  ? ^ . 

18.  What  are  the  main  methods  used  by  employers  associations 

^fo^Arafemployers'  associations  “union  smashers”?  What 
condliabiA-  or  constructive  functions  may  such  associations  perform  ? 

20  If  ^ployers’  associations  continue  to  develop  until  practically 
aU  employerr  Je  associated  in  such  orgamzaUons,  will  the  Ppsi t on 
o^hTunffin  laborer  be  better  than  the  position  of  the  mdmdual 
laborer  was  before  the  days  of  collecUve  bargaimng? 

e)  The  Social  Problem  of  U nionism 

Questions 

I Samuel  Gompers  believes  that  trade  unions  are  one  of  ^e 
greatest  educative  forces  in  the  country.  Can  you  find  grounds  for 

this2behef^?^  workers  belonged  to  unions,  could  wages  pd  con- 
ditions of  employment  be  bettered  for  all  by  union  policies  an 

methods  ?^^  unions  create  an  aristocracy  of  labor.  Is  ii 

better  socially  to  have  a few  workers  highly  paid  and  many  poor  y 

paid  than  to  have  all  workers  very  moderately  paid  ? .u„atened 
^ A In  some  trades  the  American  standard  of  living  is  threatenea 

hv  the  competition  of  immigrants  satisfied  with  low  wages  and  poor 
K Sdons  Are  th/ unions  performing  a soaal  servree  >n 
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attempting  to  maintain  the  American  standard  in  these  trades  at 

all  haz  irds  and  by  all  means  ? i • j . v uh.Ur 

c ] f trade  unions  and  employers  are  opposed,  industry  is  likely 

to  be  vnproductive  and  the  public  service  interrupted;  if  the  unions 

and  er  iployers  combine,  monopoly  is  likely  to  be  the  outcome.  Is 

there  a ny  escape  from  this  dilemma  ? , tt  • i o • 

6 Would  it  be  well  to  have  a law  in  the  United  States  similar 

to  tha  of  New  Zealand  providing  for  the  compulsory  arbitration  of 
trade  disputes?  What  is  the  attitude  of  the  employers  and  unions 
in  this  country  toward  compulsory  arbitration,  and  why? 

7 iVould  it  be  well  to  have  a law  in  this  country  providing  for  a 
goverrment  investigation  of  all  cases  where  strikes  or  lockouts  are 
threat  ;ned  in  public  utilities  and  mines,  and  for  the  publication  of  the 
facts  I 'efore  a strike  or  lockout  should  be  permitted  ? 


IV.  Icterest 

1.  Introductory 

2.  The  Demand  for  Capital 

3.  The  Supply  of  Capital 

4.  General  Questions  on  Interest 

I.  IN' RODUCTORY 

In  lerest  is  the  income  from  the  use  of  capital.  It  is  a part  of  the 
social  dividend  and  represents  the  payment  for  the  services  of  capital. 

Ci  pital  has  been  defined  as  wealth  used  for  further  production 
-i  e as  producers’  goods.  The  brief  discussion  of  capital  which  was 
atlen  pted  under  the  head  of  “ The  Productive  Process  conformed  to 
such  i .definition,  treating  of  social  capital  rather  than  acquisitive  capital, 
and  c ealing  with  the  tangible  forms  of  capital,  or  capital  goods,  rather 
than  with  the  loanable  fund  of  purchasing  power  which,  expressed 
in  dollars  and  cents,  constitutes  pecuniary  capital  convenient^ 
meas  ires  the  aggregate  of  tools,  machinery,  material,  or  other  goods 

whicl  i it  is  used  to  buy.  • , • 

F r the  analysis  of  the  problem  of  interest  a more  inclusive  view 

becoi  nes  imperaiive.  In  the  first  place  there  are  some  forms  of  con- 
sume ts’  goods  which,  while  not  capital  to  society,  still  are  not  used 
rtirec  Iv  to  satisfy  the  wants  of  the  owner,  but  only  as  a means  of 
Itaning  an  income-e.g.,  a dwelling  rented  to  another  person 
The'*  goods,  called  acquisitae  capital,  yield  interest,  and  are  not 
in  p'actical  affairs  sharply  differentiated  froin  producers  goods. 
In  ti  e second  place  the  saving  and  lending  of  capital,  and  the  reckon- 
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Iing  of  the  amount  of  oaphal,  are  ^complis^^^^ 

eatily  in  terms  not  ° must,  then,  give  present 

terms  of  money-value-pecuman^  invested  in 

attention  to  the  concept  of  ^apitaUs  acquisitive  forms 

producers’  goods,  partly  to  be  loaned  and  dissipated 

i ' SuTex^enK  always  with  the  expectation  of  a return- 

VHiSis  s sA  KS 

speaks  of  the  sum  total  of  consists  of  land,  machinery , or  wages 

S‘=rffi“deXd7r^^^^^  or  any  other 

source.  , between  interest  and  profits 

The  question  where  to  draw  tn  have  not  enUrely 

in  particular  is  something  p however,  distinguish:  (a)  the 

agreed.  For  present  pmqioses  g^itive  conditions,  without 

net  return  to  capital,  p . v 1 camtal  takes,  and  apart  from 

reference  to  the  special  ^h  tte 

any  allowance  for  loss,  (6)  , j;  „ elements  of  compensation 

t merX^untr  («  rnCstrictly  belong  to  the  interest  problem. 
They  will  be  considered  in  the  study  p 

Questions 

' tFp  earnings  of  a bootblack  be  called  interest? 

I.  Can  any  part  of  the  namings  . • interest:  a railroad 

!]  bon!i. of  stock  in  a coab 

“trbusSLn  receives 

and  manager  of  a *''=  ’ ‘‘ t 

on  some  stock  in  the  same  comp  y ^ ^ 

1 is  an  active  partner  in  a profitab  glares  of  stock  in  the  United 

■ th“  S of  interest  enter  into  each  of  these 

''"t‘mtnTc”ncern  declares  an  unearned  dividend  is  the  stock- 
holder  getting  interest  ? 

i 
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2.  The  Demand  for  Capital 

a)  The  Demand  for  Capital  Goods 
h)  The  Demand  for  Funds 

a)  The  Demand  for  Capital  Goods 

Questions 

1.  Is  the  demand  for  capital  goods  a derived  demand?  a joint 
demand  ? an  elastic  demand  ? a demand  affected  by  the  principle 

of  substitution  ? , ^ 

2.  Is  there  a composite  demand  for  (ct)  coal  ? \b)  sewing  machines  r 

(c)  churns?  \d)  nails?  {e)  gasoline  engines? 

3.  Explain  whether,  in  what  sense,  and  under  what  conditions  the 
demand  for  each  of  the  following  commodities  constitutes  or  involve*! 
a demand  for  capital  goods:  (a)  steel  rails;  {h)  overalls;  (c)  wheat- 

(d)  candy;  (e)  wild  flowers.  ^ 

4.  How  would  a rapid  increase  in  the  supply  of  labor  affect  the 

demand  for  (a)  labor-saving  machinery  ? (b)  labor-equipping  tools  ? 

5.  Does  the  demand  for  a capital  good  depend  upon  its  produc- 

tivity  ? 

6.  What  is  meant  by  the  productivity  of  capital  goods  ? Answer 
this  question  with  reference  to  (a)  a harnmer;  (b)  a locomotive; 
(c)  raw  wool;  (d)  seed-grain;  (e)  grape- juice  as  it  comes  from  the 

wine-press.  , . , * 1 

7.  Are  capital  goods  usually  sold  or  hired?  Are  we  concerned 

with  demand  for  the  goods,  or  with  demand  for  their  services  ? 

b)  The  Demand  for  Funds 

i.  Long-Run  Demand 

ii.  Momentary  Market  Demand 

i.  Long-Run  Demand 

Questions 

1.  Is  the  demand  for  loanable  funds  a derived  demand?  a joint 
demand?  an  elastic  demand?  a composite  demand?  a demand 

affected  by  the  principle  of  substitution  ? 

2.  What  do  you  think  of  the  proposition  that  the  demand  for 
pecuniary  capital  is  derived  from  the  demand  for  capital  goods? 
Can  you  reconcile  this  statement  with  the  fact  that  pecuniary  capital 
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is  the  purchasing  power  which  makes  the  demand  for  capital  goods 
effective? 

3.  Is  the  demand  for  loanable  funds  due  entirely  to  demand  for 

producers’  goods  ? , , • 

4.  What  was  the  prevailing  attitude  toward  money-lenders  m 
the  Middle  Ages  ? Do  we  today  assume  the  same  attitude  toward 
bankers  who  provide  the  funds  for  business  enterprise  ? Why  ? 

5.  Why  do  people  who  borrow  money  to  buy  consumers’ goods 
which  result  in  no  new  product  have  to  pay  the  same  rate  as  if  they 
were  borrowing  to  pay  for  productive  capital  ? 

6.  How  should  you  expect  the  demand  for  pecuniary  capital  to 
be  affected  by  increase  in  the  supply  of  lalDor  ? 

7.  Would  a new  and  important  invention  increase  the  demand  for 

pecuniary  capital? 

8.  In  what  sense  is  pecuniary  capital  productive  ? 

9.  Is  capital  in  the  pecuniary  form  more  usually  sold  or  loaned  ? 
In  the  study  of  interest  are  we  ordinarily  concerned  with  the  value 
of  such  capital  or  with  the  value  of  its  services  ? 

10.  Is  it  demand  for  capital  funds  or  demand  for  the  use  of  such 
funds  which,  strictly  speaking,  bears  upon  the  problem  of  the  interest- 
rate  ? 


ii.  Momentary  Market  Demand 

Questions 

1.  During  a flurry  of  the  stock  market  is  the  demand  for  loans  on 
the  part  of  speculators  trying  to  “cover”  likely  to  bear  any  close 
relation  to  the  productivity  of  capital  goods  in  industrial  use  ? 

2.  Why  is  there  an  excessive  demand  for  loans  in  time  of  financial 
panic?  Is  industry  particularly  productive  at  such  times?  Are 
people  in  general  increasing  their  investments? 

3.  Why  are  the  banks  in  this  country  so  often  led  to  a dangerous 
extension  of  loans  during  the  early  autumn  ? 

4.  The  rate  of  interest  on  “call  loans”  is  ordinarily  lower  than 
the  rate  on  loans  for  a long  period;  but  in  time  of  panic  call -loan 
rates  may  rise  far  above  the  general  interest-rate.  Can  you  account 
for  this  phenomenon  on  the  ground  of  exceptional  conditions  of  de- 
mand? 
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3.  The  Supply  of  Capital 

a)  The  Supply  of  Capital  Goods 

b)  The  Supply  of  Funds 

a)  The  Supply  of  Capital  Goods 

Questions 

I Is  the  supply  of  capital  goods,  as  commodities,  subject  to  (a) 
physical  limitaffi  («  social  limitation?  (c)  monopoly  control?  W 

the  pnnciple  Umitrd'byX'' conditions  which 

‘‘i.  kind  of  producers-  goods  bear 

any  relation  to  the  supply  of  such  goods  ? 

b)  The  Supply  of  Funds 

i.  Long-Run  Supply 

ii.  Momentary  Market  Supply 

i.  Long-Run  Supply 

(1)  The  Savable  Surplus 

(2)  The  Motives  to  Saving 

The  analysis  of  the  supply  of  capital  is  somewhat  aided  by  the 
above  distinction  between  the  savable  surplus  and  the  motives  to 

the  phraseology  of  John  Stuart  Mill,  between  the 
amount  of  the  fund  from  which  savmg  can  be  made,  and  the  effect- 
ive strength  of  the  desire  for  accumulation.  The  distmcUon  is, 
towewr  arbitrary.  Plainly,  what  is  “savab  e’'  depends  on  how 
much  privation  persons  will  undergo  because  of  their  desire  to  save. 
Srattempt  has  been  made  to  separate  the  following  questions  into 
wo  groups;  but  students  should  bear  in  imnd,  when  discussing  them, 
the  two  aspects  of  the  supply  of  funds  which  are  here  suggested. 

Questions 

I Could  an  individual  save  and  accumulate  capital  if  all  the 
goods  which  his  utmost  efforts  could  acquire  barely  maintained  him 

in  n hand-to-mouth  existence?  s.  s.  1 

s Could  capital  be  accumulated  within  a country  where  the  total 
amount  of  available  goods  would  barely  suffice  to  keep  alive  the 
present  number  of  inhabitants  ? 
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13.  Does  accumulation  of  capital  facilitate  further  accumulation  ? 

How  ? ,.,,11 

4.  What  is  saving  ? Distinguish  the  savmg  of  capital  from  hoard- 

ing* 

5.  Would  not  some  persons  refrain  from  using  all  their  income  and 
lay  by  money  “against  a rainy  day”  even  if  there  were  in  the  mean- 
time no  opportunity  to  derive  a return  from  its  investment  ? If  so, 
why  should  interest  be  paid  for  loans  ? 

6.  It  is  said  that  the  rate  of  interest  has  to  be  sufficient  to  com- 
I pensate  the  sacrifice  made  in  saving  the  last  or  marginal  unit  of 
capital— the  unit  which  represents  the  greatest  sacrifice  in  saving. 
Why  or  why  not  ? 

' 7.  The  ffisinclination  to  save  without  compensation  is  sometimes 

stated  to  be  due  to  the  fact  that  persons  ordinarily  prefer  present 
goods  to  future  goods;  the  extent  of  this  preference  being  indicated 
by  the  interest-rate  necessary  to  induce  saving.  Try  to  draw  up 
an  analytical  scheme  of  the  reasons  for  thus  discounting  a future  good. 
Do  people  fear  they  will  never  realize  the  good ; or  that  its  significance 
will  not  be  the  same  when  it  comes;  or  are  they  merely  too  impatient 
to  wait  ? 

8.  Suppose  that  a typical  college  student  of  twenty  were  offered 
(a)  money  to  pay  for  his  education;  (b)  a theater  ticket;  (c)  a suit 
of  clothes  in  the  present  style;  (d)  five  years’  life  insurance;  (e)  a 
mahogany  dining-table ; and  suppose  that  in  every  instance  he  were 
given  the  option  of  having  the  gift  at  once  or  ten  years  later.  How 
would  he  choose,  and  why  ? 

9.  Vary  the  conditions  of  the  previous  problem  by  supposing  that 
the  dining-table  were  offered  now  or  not  at  all,  and  that  the  money 
for  education  were  promised  at  a date  ten  years  later.  Would  the 
recipient  be  willing  to  borrow  money  at  interest  to  anticipate  the 
money-gift  ? Would  he  be  willing  to  pay  storage  on  the  table  until 
^ he  had  need  of  it  ? What  light  do  your  answers  throw  on  the  ques- 
' tion  of  the  inclination  or  disinclination  to  save  ? 

10.  Does  the  necessity  of  saving  exist  because  of  the  present  organi- 
zation of  society  ? Would  there  be  “ saving  ” in  a socialistic  society  ? 
If  so,  who  would  do  the  saving  ? 

II.  “Capital,  though  saved,  and  the  result  of  saving,  is  neverthe- 
less consumed.  The  word  saving  does  not  imply  that  what  is  saved 
is  not  consumed,  nor  even  necessarily  that  its  consumption  is  de- 
ferred.” Explain.  Who  is  the  consumer?  Is  the  consumption 
usually  deferred? 

12.  It  has  been  said  that  the  original  formation  of  capital  is  due  to 
abstinence  or  saving,  but  its  permanent  maintenance  is  not.  What 
do  you  say  to  either  statement  ? 
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,3.  How  would  an  increase  in  the  efficiency  of  industry  affect 

whaTw^s  Wht  a more  general  and  a better  education  of 

the  Deople  affect  the  supply  of  capital?  , • fr  + +V10 

i^S.  How  would  a rise  of  the  standard  of  hving  affect  (a)  the 

<^avable  surplus  ? ib')  the  motives  to  saving  ? . 1 /-<  * 1 

16  How  does  the  constant  breaking  out  of  war  among  the  Central 

American  states  affect  their  supply  of  caiutal  ? 

17.  Is  the  effective  desire  of  accumulation  stronger  m the  Umted 

States  than  in  Central  America  ? Why  ? ^ . . j ^ v 1 

18  What  is  it  that  prevents  capital  from  increasing  indefinitely  ? 

Provided  the  disposition  to  save  remains  the  same,  would  as  inuch  be 
saved  if  the  return  to  capital  and  labor  constantly  (hminished  ? 

IQ  “The  supply  of  capital  is  Umited  by  conpderations  of  cost 
in  two  forms:  (a)  the  cost  of  production  of  capital  goods,  and  (b) 
the  cost,  or  sacrifice,  of  saving.”  Do  you  agree  with  this  statement  ? 
What  is  the  remuneration  for  each  of  these  elements  of  cost 

ii.  Momentary  Market  Supply 

Questions 

I.  How  would  such  a disaster  as  the  destruction  of  San  Francisco 

to  you  interest-rates  in  time  of  finandal  panic 

on  the  ground  ofTeduced  supply  of  loans?  Why  shoffid  the  supply 
be  reduced  ? Is  there  less  desire  to  save  under  such  circu^tances  ? 

3 Banks  commonly  loan  money  “on  caU”  at  very  low  rates 
How  can  the  bank  affoVd  to  do  this  ? Why  does  not  the  demand  for 
capital  for  industrial  purposes  force  the  rate  up?  Could  the  con- 

ruction  of  a railway  be  financed  by  call  loans? 

4 What  is  the  “money  market”?  Who  are  the  buyers  and 

sellers  ? What  do  they  buy  and  sell  ? 

5.  It  is  said  that  interest  is  paid  for  capital,  not  for  money.  Is 

6*  Thl  economic  history  of  the  United  States  shows  that  repeat- 
edlv  in  sections  of  the  country  where  capital  was  scarce,  the  people 
hav^e’  cUored  for  a more  abundant  currency.  Do  you  think  that 

this  would  have  removed  their  difficulty?  „ ^ 4,  4.  r 

7.  Does  the  supply  of  money  on  the  market  affect  the  rate  of 

‘"T  When  gold  is  leaving  England  the  Bank  of  England  raises  the 
rate  of  discount.  Does  this  show  that  the  amount  of  money  deter- 
mines the  rate  of  interest  ? 
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4.  General  Questions  on  Interest 

Questions 

1.  Try  to  formulate,  in  a few  words,  a specific  productivity  theory 
of  interest  on  the  analogy  of  the  specific  productivity  theory  of  wages. 

2.  Can  you  reconcile  the  statement  that  the^  rate  of  interest  is 
determined  by  the  marginal  productivity  of  capital  with  the  state- 
ment that  it  is  determined  by  demand  and  supply  ? 

3.  It  has  also  been  stated  that  it  is  the  difference  between  the 
estimation  of  the  present  value  and  the  estimation  of  the  future 
value  of  the  last  unit  of  capital  saved  which  determines  the  rate  of 
interest.  Can  you  reconcile  this  with  the  previous  statements  ? 

4.  If  producers’  goods  merely  replaced  themselves— i.e.,  added 
to  the  product  of  industry  an  amount  equal  to  their  own  value  as 
commodities— would  there  be  any  basis  for  the  payment  of  interest  ? 
Would  capital  be  saved  ? Would  producers’  goods  be  made  ? 

5.  How  can  you  explain  the  fact  that  several  centuries  ago  the 
rate  of  interest  on  investments  in  Holland  was  around  2 per  cent, 

while  today  it  is  considerably  above  that  ? 

6.  Can  legislation  effectively  regulate  the  rate  of  interest  ? 

7.  Is  interest  different  from  usury  ? If  so,  what  is  the  difference  ? 

8.  Would  industry  benefit  if  the  maximum  rate  of  interest  were 

legally  fixed  at  per  cent  ? , • r • 4. 

9.  What  economic  results  would  ensue  if  the  charging  of  interest 

were  prohibited  by  law  ? 

10.  Is  capital  mobile  ? Does  it  move  freely  from  one  country  to 
another  ? How  extensive  is  the  market  for  capital  ? 

11.  Are  there  differences  in  the  rate  of  interest  as  between  different 
places  or  different  occupations  which  cannot  be  explained  by  differ- 

0HC6S  in  risks  ? 

12.  Why  has  the  rate  of  return  on  investments  been  around  10 
per  cent  in  the  West,  7 P^r  cent  in  the  Central  states,  5 cent  in 

New  York,  and  4 per  cent  in  Germany  ? . , 1 

13.  Does  the  net  return  from  an  investment  in  capital  such  as  a 
steel  plant  tend  to  equal  the  net  return  from  the  same  amount  of 
money  invested  in  land,  assuming  the  risk  to  be  the  sarne  ? 

14.  Are  all  investments  in  specialized  capital  likely  to  prove 

equally  profitable  ? Why  ? 

15.  Suppose  that  a newly  invented  machine  at  preseiit  pays  more 
than  the  prevailing  rate  of  net  return  on^  its  cost  price.  Is  this 
situation  likely  to  continue  ? Under  competitive  conditions,  will  the 
earning  power  of  the  new  machine  and  the  earning  power  of  other 
machinery  ultimately  be  equalized  ? How  ? 
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i6.  The  selling-price  of  a machine  is  said  to  be  determined  by: 
(a)  its  cost  of  production ; (b)  the  total  value  it  is  expected  to  add 
to  what  could  have  been  produced  wdthout  it;  (c)  the  prevailing 
interest-rate.  Criticize  these  statements.  Can  they  be  reconciled  ? 

V.  Profits 

1.  Introductory 

2.  The  Risks  of  Industry 

3.  General  Questions  on  Profits 

I.  Introductory 

Profits  are  the  share  of  the  industrial  product  which  goes  to  the 
entrepreneur.  The  chief  elements  entering  into  profits  are: 

a)  The  wages  of  management,  a return  for  assuming  the  labor  and 
burden  of  management.  This  element  tends  to  equal  the  amount 
which  the  manager  could  get  if  he  were  employed  at  a fixed  salary. 
Some  economists  prefer  to  classify  this  under  the  head  of  wages. 

b)  A gain  or  loss  resulting  from  the  risks  inevitable  in  industry. 
Not  only  is  there  uncertainty  in  undertaking  a new  industry,  but 
the  more  or  less  extended  period  of  time  required  for  production  leaves 
any  industry  subject  to  the  risks  arising  from  chance  or  uncertain 
events. 

c)  An  acquisitive  gain  due  to  superior  bargaining  power,  resulting 
from  monopolistic  or  other  conditions.  For  example,  monopoly  or 
a position  of  particular  advantage  may  enable  the  charging  of  higher 
prices  for  products,  the  paying  of  lower  prices  for  materials,  the  con- 
trol of  labor  supply,  the  acquisition  of  special  privileges  from  public 
and  semi-public  bodies,  such  as  low  taxation  and  railway  rebates,  etc. 

Questions 

1.  Are  the  following  entrepreneurs:  a cobbler,  a farmer,  a consult- 
ing engineer,  the  boss  of  a section  gang,  a banker  ? 

2.  In  a corporation  there  may  be  bondholders,  stockholders, 
directors,  a president,  a treasurer,  and  a general  manager.  Who  is  the 
entrepreneur  ? Who  receives  profits  ? 

3.  Should  the  income  of  an  inventor  be  classified  as  wages  or 
profits  ? 

4.  A promoter  buys  up  various  street  railway  lines,  forms  a 
new  company,  which  is  greatly  over-capitalized,  and  sells  the  stock 
at  a gain.  Is  the  gain  profit,  and  if  so,  what  kind  of  profit  ? 

1;.  What  sort  of  profit  do  you  think  has  been  the  basis  of  most  of 
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the  more  recently  acquired  large  fortunes  in  ^is  county  ? Are  they 
the  result  of  acquisitive_  or  of  productive  effort  ? What  have  the 

owners  done  to  serve  society  ? v f T^niTpH 

6 The  syndicate  which  underwrote  the  securities  of  the  United 

States  Steel  Corporation  is  said  to  have  made  over  $60,000,000. 

Was  that  profit  ? Do  you  think  it  was  earned  _ 

7.  Give  instances,  taken  from  the  actual  business  world,  in  which 

profits  are  to  be  regarded  as  essentially  (a)  wages  of  management; 
ib)  the  result  of  a fortunate  issue  of  a risky  enterprise;  (c)  due  to 
monopoly  of  the  sale  of  the  product;  (d)  extortion  from  underpaid 
laborers;  {e)  “graft,”  under  the  form  of  franchise  privilege,  or  of 
immunity  from  prosecution  for  illegal  acts. 


2.  The  Risks  of  Industry 

a)  The  Nature  of  Industrial  Risks 

b)  Speculation  in  Relation  to  Risks 

c)  Insurance  in  Relation  to  Risks 


a)  The  Nature  of  Industrial  Risks 

Questions 

I.  Describe  some  of  the  chief  risks  in  industry.  Group  these  into 

clSrSSCS* 

2 Is  the  process  of  production  in  modem  industry  spread  over  a 
longer  period  of  time  and  is  it  more  roundabout  than  formerly? 
How  does  this  affect  risks  ? 

3 If  everyone  endeavored,  year  after  year,  to  make  the  same 
articles  in  the  same  way,  to  sell  the  same  quantities  at  the  same 
prices,  and  to  buy  the  same  variety  of  goods  at  the  same  shops, 

would  the  risks  of  business  disappear  ? ^ 

4.  Are  risks  greater  in  a changing  condition  of  industry?  Why 

or  why  not  ? , ^1  v • 

5.  Assuming  that  industrial  methods  are  constantly  changing, 

should  you  agree  to  the  suggestion  that  those  persons  who  are  pioneers 
in  introducing  the  new  methods  make  profits  because  of  the  change, 
and  that  those  who  cling  to  obsolete  methods  are  commonly  losers  ? 

Explain  your  answer. 

6.  Is  it  possible  by  foresight  and  calculation  to  reduce  or  to  avoid 
some  of  the  risks  of  industry  ? all  of  the  risks  of  industry  ? 

7.  Do  you  think  that  some  men  have  special  ability  to^  grapple 
successfully  with  the  risks  and  changes  of  business  ? If  their  ability 
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as  characteristic  would  tliey  not  command  high 


salaries  as  managers  ? 

8.  Is  the  theory  of  differences  of  wages  according  to  differences 
of  ability  sufficient  to  explain  the  business  man’s  gains  from  successful 
running  of  risks  ? Would  it  explain  losses  ? 

9,  If  we  were  to  have  a socialistic  society  would  risks  disappear  ? 


6)  Speculation  in  Relation  to  Risks 

We  may  distinguish  two  forms  of  speculation:  (a)  industrial; 
(b)  commercial.  Industrial  speculation  consists  in  preparing  for 
market,  by  changing  the  form,  products  the  demand  for  which  is 
uncertain,  or  products  whose  conditions  of  production  are  imknown  or 
shifting.  Commercial  speculation  consists  in  buying  goods  in  one 
market  and  selling  them  in  another  where  different  price  conditions 
prevail,  or  in  buying  at  one  time  for  sale  at  a more  or  less  remote 
time.  A certain  degree  of  speculation  is  inherent  in  all  competitive 
business.  Successful  speculation  involves  profits;  the  speculator 
is,  however,  always  exposed  to  losses. 

Both  industrial  and  commercial  speculation  are  carried  on  largely 
by  persons  who  make  a careful  study  of  conditions  of  supply  and 
demand,  and  are  therefore  better  fitted  to  perform  this  function  than 
are  others.  The  chances  of  sudden  wealth,  however,  attract  to  the 
speculative  market  large  numbers  of  men  who  have  no  special  knowl- 
edge of  conditions  affecting  the  goods  in  which  they  deal.  Not  only 
do  they  usually  suffer  personal  losses;  but  through  rash  buying  when 
prices  tend  to  rise  and  precipitate  selling  when  prices  tend  to  fall 
they  exaggerate  the  natural  tendency  toward  price  fluctuation.  There 
are  also  men  who  are  skilled  in  market  conditions  who  manipulate  the 
market  and  cause  fluctuations  which  would  not  otherwise  exist. 

When  a speculative  market  has  developed,  the  actual  producers 
of  commodities  can  frequently  transfer  many  of  the  risks  of  price 
change  to  the  professional  speculator.  In  a speculative  market 
contracts  for  purchases  or  sales  may  be  made  at  any  time,  to  mature 
at  some  future  period.  A man  who  contemplates  producing  pig 
iron  may  insure  himself  against  a price  insufficient  to  cover  materials 
and  other  expenses  by  selling  pig  iron  for  future  delivery  to  a specu- 
lator. If  the  price  of  pig  iron  declines  it  is  the  speculator  who  bears 
the  loss.  When  the  finished  product  is  not  of  a character  to  admit 
of  speculative  dealings,  the  manufacturer  may  nevertheless  insure 
himself  against  serious  price  fluctuations  by  speculative  dealings 
in  the  raw  materials,  since  the  finished  product  and  the  raw  material 
usually  undergo  parallel  price  fluctuations. 

An  example  will  illustrate.  A miller  buys  in  February  10,000 
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bushels  of  wheat  to  turn  into  flour  which  he  has  contracted  to  deliver 
June  I,  at  the  market  price  then  ruling.  To  avoid  the  risks  of  a 
change  in  the  price  of  wheat  in  the  interval,  and  of  a consequent 
change  in  the  market  price  of  flour  at  which  he  will  have  to  sell, 
he  “hedges”  by  selling  “short,”  for  future  delivery,  10,000  bushels 
of  “May  wheat”  at  the  same  time  that  he  buys  for  cash  in  February. 


If  quotations  are  for 

Cash  wheat  in  February $1.02 

May  wheat  in  February 1.04 

Cash  wheat  in  May i . 01 


then  the  transaction  will  be  as  follows: 


February  Wheat  Account 


Cost  of  cash  wheat $10,200 

Storage,  insurance,  interest, 
etc 19s 


Total  cost  of  wheat $10,395 

Value  in  May  of  the  wheat  used 

in  making  the  flour 10,100 


Miller’s  loss  by  fall  in  price. . $295 


May  Wheat  Account 

Received  for  “short  sale”  of 
May  wheat  in  February  . . . $10,400 
Cost  of  cash  wheat  in  May  to 


“cover” 10,100 

Profit  on  transaction $300 


Thus,  though  the  miller’s  decision  to  buy  his  wheat  in  February 
results  in  a loss  of  S295,  on  account  of  the  lower  price  of  wheat  in 
May,  the  “hedging”  transaction  offsets  this  loss  by  a gain  of  $300. 


Questions 

1.  Work  out  the  above  case  of  dealing  in  wheat,  substituting,  as 
the  price  of  cash  wheat  in  May,  (a)  $i  .08,  (b)  $0.90. 

2.  A certain  cotton  manufacturer  displays  great  ability  in  the 
production  of  cloth,  but  he  is  nevertheless  barely  able  to  keep  his 
head  above  water,  because  he  is  a poor  judge  of  the  raw  cotton  market 
and  is  more  likely  than  not  to  buy  when  prices  are  inflated.  Bhow' 
how  he  could  liberate  himself  from  the  consequences  of  this  defect 
of  judgment. 

3.  Miller  A always  covers  purchases  of  wheat  for  milling  by 
corresponding  short  sales.  Miller  B boasts  that  he  is  no  speculator, 
and  refrains  entirely  from  transactions  on  the  exchange.  Whether 
prices  rise  or  fall,  A is  insured  his  miller’s  profit,  and  never  receives 
more.  If  prices  rise,  B makes  a profit  over  and  above  his  miller’s 
profit.  When  prices  fall,  not  only  may  his  miller’s  profit  be  wiped 
out,  but  he  may  incur  additional  losses.  Which  one  is  really  the 
speculator  ? 

4.  In  1906  a shipment  of  Dakota  grain  was  sent  by  way  of  Seattle 
to  Japan.  By  the  time  the  grain  reached  Japan  the  price  of  wheat 
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there  had  fallen  so  low  that  this  shipment  was  reconsigned  to  Liver- 
pool, and  sold  at  a price  inferior  to  that  paid  for  the  wheat  in  Dakota. 
Did ’the  actual  shippers  of  the  wheat  necessarily  lose  on  the  trans- 
action? xr  1 

5.  Speculators  are  often  regarded  as  mere  gamblers.  If  the  whole 

body  of  speculators  were  to  cease  buying  and  selling  grain,  and  limited 
themselves  to  betting  upon  the  course  of  prices,  would  the  work  of 
commerce  and  industry  be  carried  on  exactly  as  it  is  at  present? 

6.  Farmers  often  urge  the  abolition  of  speculative  exchanges  on 
the  ground  that  they  depress  the  price  of  produce;  millers  and  spinners 
urge  this  abolition  on  the  ground  that  they  enhance  prices.  What 
is%ur  opinion  of  the  situation?  Do  you  think  it  is  true,  as  has 
been  contended,  that  short  sales  create  an  artificial  increase  of  supply, 
and  necessarily  lower  prices  for  that  reason  ? 

7.  Do  men  speculate  because  prices  fluctuate  or  do  prices  fluctuate 

because  men  speculate  ? 

8.  It  has  been  maintained  that  grain-speculators  as  a class  cannot 
gain  by  a rise  in  price  of  their  own  creating.  Why  ? Do  the  same 
reasons  prevent  individual  speculators  from  manipulating  prices  to 

their  own  advantage  ? 

9.  Would  the  foregoing  statement  hold  true  of  speculators  on  the 
stock  exchange  ? Why  ? 

10.  Would  speculation  be  destroyed  if  the  orgamzed  speculation 

of  the  exchanges  were  prohibited  by  law  ? 

11.  Short  sales  of  land  are  by  nature  impossible.  Does  this 
fact  interfere  with  speculation  in  land,  or  make  such  speculation  less 
hazardous  than  speculation  in  produce  or  securities  ? 

12.  During  the  Civil  War  certain  wool  manufacturers  made 
enormous  profits  because  of  the  rise  in  price  of  raw  materials  which 
they  had  on  hand.  After  the  war  there  were  cases  where  these  profits 
were  nearly  wiped  out  by  losses  consequent  upon  the  fall  in  prices 
of  raw  materials.  Explain.  Could  the  loss  have  been  avoided? 

13.  “Industrial  speculation  anticipates  the  wants  of  society.  If 
the  speculator  has  judged  wisely,  society  is  better  provided  with 
goods  than  it  would  have  been  had  its  entrepreneurs  been  averse  to 
taking  chances.  If  the  speculator  has  miscalculated,  he  incurs  a 
pecuniary  loss  and  society  suffers  from  wasted  resources.  Is  this 
true  ? Write  out  a similar  statement  concerning  commercial  specu- 

lation.  ^jjat  if  a shortage  of  a staple  commodity  occurs, 

a rise  in  its  price  is  a social  advantage.  Explain,  using  as  illustrative 
commodities  (a)  ice;  (6)  sugar;  (c)  structural  steel.  _ 

15.  State  briefly  your  opinion  of  the  relation  of  speculation  to 

industry. 
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16.  How  do  you  distinguish  between  socially  desirable  and  socially 
undesirable  speculation  ? 


c)  Insurance  in  Relation  to  Risks 

The  discussion  of  speculation  showed  that  in  many  cases  specu- 
lative markets  make  insurance  against  risks  possible.  Insurance  is 
treated  in  this  present  section  with  particular  reference  to  the  definitely 
organized  business  of  insurance,  e.g.,  fire  insurance,  etc. 

Questions 

1.  Why  do  people  insure  against  risk?  Does  insurance  decrease 
risks  ? 

2.  What  is  the  service  performed  by  an  insurance  company? 
Is  insurance  productive  ? 

3.  What  determines  the  premium  paid  for  insurance?  In  the 
long  run,  do  premiums  paid  exceed  in  aggregate  amount  the  settle- 
ments for  losses  ? If  so,  how  can  a person  afford  to  carry  insurance  ? 
If  not,  how  can  insurance  companies  remain  solvent? 

4.  Suppose  one  concern  owns  buildings  in  a great  many  different 
places,  so  that  the  fire  risk  is  distributed.  Would  it  pay  better  to 
insure  in  a fire  insurance  company,  or  merely  to  set  aside  a reserve 
against  losses  ? For  example,  should  the  Pennsylvania  Railroad  Co. 
insure  its  station  buildings?  Should  the  Postoffice  Department 
insure  the  fittings  of  rural  post-offices? 

5.  Does  insurance,  such  as  fire  insurance  or  plate-glass  insurance, 

enter  into  the  cost  of  production  ? 

6.  Is  the  number  of  fires  likely  to  be  increased  by  the  fact  that 

buildings  are  insured  ? 

7.  In  some  cities  the  fire-insurance  companies  contribute  heavily 
to  the  maintenance  of  fire  departments.  Is  this  properly  a part  of 
the  insurance  business  ? 

8.  One  insurance  company  has  insured  buildings  pretty  generally 
throughout  the  country;  another  has  confined  itself  exclusively  to 
a certain  city.  With  which  should  you  prefer  to  insure  your  property, 
and  why  ? 

9.  Insurance,  like  speculation,  has  sometimes  been  likened  to 
betting.  I pay  $36  to  a certain  company:  if  my  house  bums  down 
within  three  years,  the  company  pays  me  $3,000.  This  means,  in  a 
certain  way  of  thinking,  that  I bet  $36  against  $3,000  that  my  house 
will  burn  down.  Is  this  a proper  view  of  the  situation  ? If  I were  a 
gambler  by  disposition,  should  I be  likely  to  insure  my  house  ? 

10.  At  the  time  of  the  coronation  of  King  Edward  VII  London 
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tradesmen  took  out  insurance  against  his  death.  Again,  when  King 
George  V was  crowned,  the  rain-insurance  reached  very  large  figiures. 
Why  ? Is  such  insurance  of  benefit  to  society  ? 

11.  Is  it  possible  for  manufacturing  concerns  to  unite,  apply  fire 
protection  scientifically,  exclude  those  who  will  not  protect,  and 
reduce  fire  losses  to  a minimum  ? Is  that  an  advantage  to  society  ? 

12.  Why  are  there  no  insurance  companies  that  undertake  to 
insure  producers  against  price  fluctuations  ? 

13.  Why  should  not  insurance  companies  undertake  to  bear  the 
risks  of  business  and  to  pay  (or  charge)  to  entrepreneurs  a fixed 
annual  sum  in  commutation  ? 


3.  General  Questions  on  Profits 
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The  student  should  keep  in  mind  the  fact  that  the  subject  of 
profits  covers  losses  as  well  as  gains.  Differences  in  profits  are  not 
simply  the  difference  between  a large  profit  and  no  profit,  but  also 
the  difference  between  a large  profit  and  a heavy  loss. 

Questions 

1.  Do  profits  tend  to  an  equilibrium  as  between  different  indi- 
viduals ? different  occupations  ? different  places  ? 

2.  It  is  said  profits  and  losses  in  a given  industry  tend  to  balance 
each  other.  Is  this  true  of  gold  mining  ? Why  or  why  not  ? 

3.  Are  differences  in  profits  due  more  to  skill  and  ability  than  to 
chance  ? 

4.  Are  the  profits  of  a business  man  a good  measure  of  his  service 
to  society  in  the  production  of  wealth  ? 

5.  “Profits  are  analogous  to  rent  in  that  the  skilled  risk-taker 
gets  a differential  return  over  the  risk-taker  of  ordinary  capacity.” 
Why  or  why  not  ? 

6.  Do  profits  enter  into  cost  of  production  ? 

7.  If  an  industry  were  generally  depressed,  but  one  employer  were 
by  exception  making  high  profits,  what  rate  of  wages  would  he  pay  ? 
If  industry  were  prosperous,  but  one  employer  were  by  exception 
making  no  profit,  what  rate  of  wages  would  he  pay  ? 

8.  “The  entrepreneur  is  the  residual  claimant  of  industry.” 
What  does  this  mean  ? Do  you  think  the  statement  is  true  ? 

g.  According  to  the  specific  productivity  theory  land,  labor,  and 
capital  tend  severally  to  receive  returns  commensurate  with  their 
respective  productive  services.  If  this  is  true,  what  is  left  for  the 
entrepreneur  ? 

10.  Is  business  management  to  be  regarded  as  a fourth  pro- 
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ductive  factor,  co-ordinate  in  importance  with  land,  labor,  and  capital,  : 

or  is  it  merely  the  proper  proportioning  of  those  three  factors  ? ^ 

11.  In  a new  industry,  or  when  new  methods  are  introduced  into 
an  old  industry,  profits  are  said  to  be  due  to  the  temporary,  exceptional 
productivity  of  land,  labor,  and  capital  which  are  nevertheless  paid 
for  at  the  rates  previously  paid  in  other  industries.  If  so,  would 
profits  disappear  as  soon  as  the  new  industry  was  established  on  a 

basis  of  general  competition  ? ... 

12.  After  a change  in  industrial  methods  which  greatly  increases 

productive  capacity,  profits  are  commonly  no  greater  than  before; 
yet  after  all  we  depend  on  the  self-interest  of  the  entrepreneur  and 
his  desire  for  profit  to  secure  both  (a)  the  introduction  of  better 
methods  and  (6)  their  maintenance  after  introduction.  Explain  how 

this  can  be.  . , , ..  ..1. 

13.  Monopoly  profits  aro  more  likely  to  be  permanent  tnan 

competitive  profits.”  Do  you  agree  ? _ 

14.  In  what  way  will  a sudden  depreciation  of  the  currency  affect 

profits  ? a sudden  appreciation  ? 

15.  “Profits  as  a return  for  risk  is  nonsense.  We  know  mat 
many  men  engage  in  industry  because  they  love  independence  and 
delight  in  risks.  They  would  engage  in  industry  even  if  there  were 

no  return  to  risk.”  Comment.  , 

16.  “Profits  are  a great  factor  in  promoting  economic  progress. 

“ Profits  are  unnecessary.  These  gains  should  go  to  the  other  factors 
of  production.”  With  which  statement  do  you  agree  ? Does  it 
make  any  difference  whether  the  profits  spoken  of  are  monopoly 

profits  or  competitive  profits  ? 

17.  What  definition  of  profits  do  you  accept? 

18.  Could  it  be  said  that  profits  are  determined  by  the  demand  for 
business  management  and  the  supply  of  managerial  ability  ? 
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G.  PUBLIC  FINANCE  AND  TAXATION 

I.  The  Forms  of  Public  Expenditure 

II.  The  Sources  of  Public  Revenue 


[.  The  Forms  of  Public  Expenditure 

Questions 

1.  Draw  up  a classified  list  showing  the  more  important  items  of 
jxpenditure  of  the  federal,  state,  and  local  governments  in  the  United 

2.  Why  should  the  following  facilities  and  services  be  provided  by 
:he  government  rather  than  by  private  persons:  military  defense; 
oolice;  administration  of  justice;  postal  service;  roads;  street- 
jghting;  lighthouses;  improvement  of  rivers  and  harbors;  preserva- 
tion of  forests;  agricultural  e^eriment  farms;  parks  and  play- 
grounds; sewers;  medical  examination  of  scliool  children;  hospitals; 
Lylums;  poor  relief;  protection  against  fire;  libraries;  museums? 

3.  From  a purely  selfish  viewpoint  is  it  to  the  advantage  of  par- 
ticular individuals  to  avoid  the  payment  of  taxes  ? Would  it  be  ad- 
v^antageous  if  everyone  avoided  taxation  ? 

4.  If  the  government  renders  services  which  are  greater  in  pro- 
portion to  the  money  spent  than  individuals  could  procure  for  them- 
selves, should  the  poor  be  exempt  from  contributions  to  the  support 
of  government  ? 

5.  Should  government  expenditures  be  absolutely  small,  or  merely 

small  in  relation  to  the  benefits  to  be  secured  ? 

6.  Are  government  activities  in  general,  at  the  present  day,  increas- 
ing in  scale?  In  range?  Why?  Does  this  imply  larger  public 
expenditures  ? 

II.  The  Sources  of  Public  Revenue 

1.  Public  Loans 

2.  Public  Domain 

3.  Public  Industries  and  Investments 

4.  Fees  and  Assessments 

5.  Taxation  

I.  Public  Loans 

By  borrowing,  a government  may  utilize  unemployed  private 
capital  in  meeting  extraordinary  needs  for  expenditures  too  great 
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to  be  paid  from  the  ordinary  public  revenues.  The  burden  of  the 
loan  can  thus  be  distributed  over  a series  of  years  by  payments  for 
interest  and  sinking  fund.  Such  borrowing  may  become  an  abuse 
if  it  results  in  pledging  the  income  of  the  future  for  merely  present 
benefits.  It  is  justifiable  in  the  adjusting  of  slight  temporary  deficits, 
and  also  (i)  as  a means  of  tiding  over  some  great  emergency,  or  (2) 
to  provide  for  government  investments  on  capital  account  from  which 
is  expected  to  result  either  (a)  a definite  income  si^dent  to  cover 
the  interest  and  the  ultimate  repaying  of  the  principal  of  the  loan, 
or  {b)  a real  and  lasting,  though  less  tangible,  benefit  accruing  in  the 

future. 


Questions 

1.  A municipality  sells  bonds  (a)  to  build  a schoolhouse;  (6)  to 
instal  a system  of  sewers;  (c)  to  construct  waterworks;  (d)  to  pro- 
vide a public  display  of  fireworks  on  the  Fourth  of  July.  Which  of 

these  transactions  meet  your  approval  ? 

2.  During  the  development  of  transportation  facilities  in  the 

Middle  West  several  states  issued  bonds  as  a means  of  providing 
money  for  the  construction  of  canals.  Interest  on  the  bonds  was  to 
be  derived  from  the  earnings  of  the  canals,  after  they  were  completed. 
Was  this  a legitimate  method  of  raising  revenue  ? 

3.  In  time  of  war  governments  commonly  borrow  to  a very  large 
extent.  Is  this  good  policy  ? Does  the  war  provide  the  means  for 
the  payment  of  interest  or  the  repayment  of  the  debt  ? 

4.  When  a government  issues  paper  money  in  the  form  of  notes 
redeemable  in  gold  on  demand  is  it  borrowing  ? 

5.  What  are  the  advantages  or  disadvantages  of  note  issue  as 
contrasted  with  bond  issue  for  purposes  of  public  finance  ? Do  the 
circulating  notes  bear  interest?  Are  they  sure  to  be  ultimately 
presented  for  payment  ? 

6.  During  the  latter  part  of  the  Civil  War  the  United  States 
government  issued  large  quantities  of  greenbacks  in  exchange  for 
supplies  bought  at  the  high  prices  then  prevailing  as  a result  of  the 
inflation  of  the  currency  by  previous  issues.  ^ Subsequently  the  govern- 
ment has  been  redeeming  the  greenbacks  in  gold  in  times  of  much 
lower  prices.  Was  the  transaction  wise  ? 

7.  The  Cleveland  administration,  at  the  time  of  the  currency 
troubles  of  1893,  resorted  to  the  sale  of  bonds  and  paid  out  the  pro- 
ceeds in  redemption  of  the  greenbacks  and  treasury  notes  which  were 
being  presented  for  payment.  This  expedient  has  been  much  criti- 
cized. Do  you  think  it  was  appropriate  ? 
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2.  Public  Domain 

The  public  domain,  which  was  an  important  source  of  revenue 
in  feudal  times  and  in  monarchies  which  preserved  the  usages  of 
feudahsm,  yields  little  income  in  the  United  States.  This  is  due  to 
the  fact  that  here  the  general  policy  has  been  to  grant  public  lands, 
etc.,  on  easy  terms  to  private  owners,  rather  than  to  exact  payment 
for  their  use.  Possibly  the  charging  of  royalties  for  the  use  of  timber 
and  mineral  lands  and  for  water  power  may  become  more  prevalent. 
At  present  the  revenue  thus  derived  is  so  slight  as  to  be  unimportant, 
especially  in  view  of  the  expenses  of  maintaining  the  public  domain. 


T,.  Public  Industbtes  and  Investments 

The  primary  purpose  of  governmental  industry  may  be  (i)  to 
restrict  the  use  of  certain  commodities,  as  opium,  alcohol;  (2)  to 
rendu  improved  service;  (3)  to  maintain  a so-called  fiscal  monopoly. 
In  the  first  and  second  cases  revenue  is  more  or  less  incidental;  in  the 
third  the  expectation  of  revenue  is  the  dominant  motive. 

Questions 

1.  What  forms  of  public  industry  are  maintained  in  this  country, 
and  what  is  the  reason  for  state  control  in  each  case  ? 

2.  Is  the  government  mail  service  either  fiscal  or  restrictive  in 

character  ? 

3.  What  is  the  purpose  of  the  tobacco  monopoly  of  the  French 
government  ? 


4.  Fees  and  Assessments 

A fee  is  a contribution  exacted  from  a person  (natural  or  corporate) 
to  defray  in  part  or  in  full  the  expense  of  a specific  service  rendered 
him  by  the  government:  e.g.,  the  fees  in  connection  with  court  pro- 
ceedings, with  the  issue  of  certificates  of  various  sorts,  or  with  special 
facilities  rendered  by  public  educational  institutions. 

A special  assessment  is  a compulsory  contribution,  levied  upon 
persons  who  are  assumed  to  derive  particular  benefit  from  some  public 
facility  or  service  provided  primarily  for  the  general  good,  and  appor- 
tioned among  them  according  to  their  participation  in  the  benefit: 
e.g.,  assessments  for  betterments  levied  on  owners  of  property  abutting 
on  streets  which  are  widened,  paved,  etc. 

It  should  be  noted  that  the  services  for  which  fees  are  charged 
are  also  rendered  with  reference  to  the  public  good,  as  is  implied  by 
their  governmental  character;  but  they  ordinarily  involve  the  general 
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welfare  less  obviously  than  do  the  services  which  give  rise  to  speaal 
assessments,  and  they  are  commonly  rendered  in  response  to  tDe 
specific  request  of  the  person  who  pays  the  fee. 

Questions 

1.  Do  the  fees  incidental  to  litigation  interfere  with  the  proper 

administration  of  justice  ? , 1 j *r  n 

2.  Would  litigation  be  more  prevalent  and  prolonged  if  all  the 

expenses  were  borne  by  the  government  without  the  charging  of 
fees  ? Would  this  promote  justice  ? Would  it  be  economical  ? 

3.  Is  it  desirable  or  fair  to  make  the  peaceable  members  of  a 
community  pay  for  the  contentions  of  those  who  are  constantly  going 

4.  Do  you  know  of  cases  in  which  the  fees  collected  by  public 

officials  have  exercised  a demorahzing  influence  in  politics  ? _ 

c.  Is  special  assessment  an  appropriate  method  of  paying  tor 
improvements  in  a street  (a)  if  the  abutting  property  owners  desire 

the  improvement  ? (6)  if  they  oppose  it  ? 

6.  Do  you  know  of  cases  in  which  speaal  assessments  have  ta-ken 

the  form  of  exploitation  of  property  owners  for  the  benefit  of  the 

contractors  who  were  given  the  job  ? 

5.  Taxation 

a)  Canons  of  Taxation 

h)  Forms  and  Incidence  of  Taxation 

c)  Tax  Reform 

“A  tax  is  a general  compulsory  contribution  of  wealth  collected 
in  the  general  interest  of  the  community  from  individuals  or  colora- 
tions by  an  exercise  of  the  sovereign  power  of  government,  and  levied 
without  reference  to  the  special  benefits  which  the  contnbutors  may 
severaUy  derive  from  the  pubUc  purposes  for  which  the  revenue  is 
required.”— U.5.  Census  Report  on  Wealth,  Debt,  and  T axahon. 

a)  Canons  of  Taxation 

i.  The  Princiole  of  Benefit 

ii.  The  Principle  of  Ability  or  Faculty 

Taxation  is  the  principal  source  of  public  revenue,  ^^elding  in 
this  country  about  three-quarters  of  the  total  revenue  of  the  govern 
ment.  Consequently  it  is  of  the  greatest  importance  to  de^se  a 
system  of  taxes  which  shaU  be  in  the  highest  possible  degree  effiaent 
and  equitable.  Simplicity,  stability,  convemence,  and  economy  in 
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cc  llection,  with  the  largest  possible  yield,  are  criteria  of  a good  tax. 
T le  justice  of  different  forms  of  taxation  is  tested  by  certain  canons 
I 01  principles  of  which  the  most  familiar  are  considered  below. 

i.  The  Principle  of  Benefit 

Questions 

1.  Would  it  be  equitable  (a)  to  tax  German  subjects  in  order  to 
ei  large  the  British  navy?  {h)  to  tax  citizens  of  California  to  build 
rc  ads  in  New  York  ? (c)  to  tax  the  citizens  of  the  United  States  in 
g<  neral  to  deepen  the  harbors  of  coast  cities  ? (i)  to  impose  a protect- 
i\  e tariff  which  raises  prices  throughout  the  country  for  the  benefit 
oj  a local  industry  ? {e)  to  tax  the  rich  for  the  support  of  poorhouses  ? 
(j ) to  tax  the  childless  for  the  maintenance  of  public  schools  ? 

2.  Should  you  agree  that  individuals  should  not  be  forced  to 
SI  pport  public  activities  from  which  they  do  not  consciously  benefit 
o that  the  burden  of  a given  tax  should  be  distributed  in  proportion 
t(  benefits  received? 

3.  If  taxation  were  regulated  exclusively  according  to  the  prin- 
ci  pie  of  benefit,  would  taxes  differ  from  fees  ? 

4.  Is  it  proper  for  the  state  to  care  for  needy  citizens  ? If  so,  who 

i'  to  pay  ? 

5.  How  could  one  determine  how  much  a given  citizen  was  bene- 
fi  ;ed  by  the  construction  of  a “Dreadnought”  ? by  the  maintenance 
o the  Supreme  Court  of  the  United  States  ? 

6.  Do  the  rich  or  the  poor  benefit  more  by  the  activities  of  govern- 
n ent  ? Which  is  the  more  dependent  on  government:  the  man  with 
n uch  to  gain  or  the  man  with  much  to  lose  ? 

ii  The  Principle  of  Ability  or  Faculty 

Questions 

1.  Can  it  be  maintained  that  the  well-to-do  should  pay  more  tax 
t]  lan  the  poor  on  the  ground  that  (a)  the  poor  have  a right  to  be  sup- 
p Dited  by  the  wealthy  ? {b)  the  possession  of  wealth  is  prima  facie 
eddence  that  the  possessor  has  enjoyed  special  benefits  as  a result 
o’  living  under  the  government  which  he  is  asked  to  support?  (c) 
e hically,  one  should  sacrifice  himself  for  others  as  far  as  possible  ? (d) 
S'  imeone  must  pay,  and  the  poor  cannot  pay  without  great  hardship  ? 

2.  Is  taxation  according  to  ability  a penalty  on  attainment  and  a 
p remium  for  sloth  ? 

3.  What  is  the  test  of  ability  to  pay  ? Is  ability  proportional  to 
h icome  ? to  property  ? Is  it  measured  by  excess  of  possessions  above 
a minimum  regarded  as  indisoensable  ? 
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4.  Are  indirect  taxes  inequitoble  in  that  they  raise  for  all  persons 

t eqluJy  Tslcrfficl  fsitisfactory  criterion  of  the  justice 
of  taxation  ? 

b)  Forms  and  Incidence  of  Taxation 

i.  The  General  Property  Tax 

ii.  Customs  Duties 

iii.  Excise  Taxes 

iv.  Income  Taxes 

v.  Inheritance  Taxes  ^ 

vi.  Corporation  and  Business  Taxes 

i.  The  General  Property  Tax 

Questions 

I.  Too  bears  the  burden  of  (a)  an  established  tax  on  land?  (6)  a 

“I^KirTthe  toin  of  a tax  on  buildings  (a)  d the  tax  is 

imposeTafter  the  buildings  ate  constructed?  («  if  the  buildings  are 

ronstructed  after  the  tax  has  gone  into  effect  i u-  4.  fU,* 

^ Should  real  property  and  personal  property  be  subject  to  the 

sanfe  sort  of  taxatiMi  Should  the  same  tax  be  levied  on  (u)  land  and 
huildinss  ? (b)  furniture  and  investment  secu^ties  r ^ 

rlt  is  rnaintained  that  because  of  the  widespread  evasion  of 

proportion  of  their  income.  Is  their  burden  heavier  than  that  of  the 

"""“ht  a'torrltfi'f  taxLu  on  intangible  personal  property 

"T  TlX«“men“f  toToL!?/ Lds  were  deckred  for  taxa- 

STatlr  than  b noTthe  case?  Could  present  tax<ates  be  lowered? 
® 7.  Is  a high  tax-rate  on  a low  assessment  or  a low 

assessment  Ae  more  advantageous  from  MalSowner  trying 
f axnaver  ? (b)  a city  desirous  to  issue  bonds  ? (c)  a landowner  trying 

to^ortffaee  his  property  ? (d)  a municipality  reqmred  to  I^y 
1 oft  receipt? - fixed  number  of  mills  on  the  dollar 

“ VTistortended  that  the  general  property  tax,  by  nmking  it 
relatively  unprofitable  to  hold  landed  property,  encourages  exhausting 
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ciltivation,  slaughter  of  timber  lands,  and  exploitation  of  natural 

resources  in  general.  Explain. 

9.  Is  the  general  property  tax  equitable  ? Is  it  effectual  ? 


ii  Customs  Duties 


Questions 


1.  What  advantages  does  a system  of  customs  duties  offer  as  a 
E leans  of  raising  revenue  ? 

2.  Would  customs  duties  be  a satisfactory  source  of  revenue  for 
t le  United  States  in  time  of  war  with  a great  naval  power  ? 

3.  Make  a list  of  the  disadvantages  of  a system  of  customs  duties. 

4.  Should  customs  duties  for  purpose  of  revenue  preferably  be 
inposed  on  necessities  or  on  luxuries?  on  goods  with  an  elastic 
c emand  or  on  goods  with  an  inelastic  demand  ? Does  your  conclu- 
s :on  conform  to  the  principle  of  ability  to  pay  ? 

5.  Is  a protective  tariff  an  economical  method  of  taxation  ? 

6.  Mention  five  commodities  on  which  import  duties  for  purpose 
c f revenue  would  in  the  case  of  this  country  be  especially  appropriate. 

7.  Distinguish  between  specific  and  ad  valorem  duties.  Mention 
£ commodity  on  which  a specific  duty  would  be  the  better.  Mention 
£ commodity  on  which  an  ad  valorem  duty  would  be  preferable. 

8.  Who  bears  the  burden  of  a revenue  tariff  ? 

9.  Who  bears  the  burden  and  who  gets  the  benefit  of  a protective 
tariff  (a)  in  so  far  as  the  taxed  commodities  are  chiefly  imported? 
(^)  in  so  far  as  the  taxed  commodities  are  chiefly  produced  within 

tbe  country? 


ii.  Excise  Taxes 


Questions 


1.  Define  excise  taxes. 

2.  What  advantages  does  a system  of  excise  taxes  offer  as  a means 
( i raising  revenue  ? How  are  excise  taxes  collected  ? 

3.  State  the  disadvantages  of  a system  of  excise  taxes. 

4.  For  purposes  of  revenue  is  it  better  that  excise  and  customs 
I axes  should  be  levied  on  the  same  or  on  different  commodities  ? 

5.  Do  excise  taxes  discourage  home  industries  and  favor  the  foreign 

I aanufacturer  ? 

6.  For  the  purpose  of  revenue  should  excise  taxes  preferably  be 
imposed  on  necessities  or  on  luxuries?  What  is  the  practice  in  this 
lespect  in  the  United  States?  Does  this  practice  conform  to  the 
I irinciple  of  ability  ? 

7.  Are  excise  taxes  in  this  country  imposed  strictly  for  fiscal 
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purposes  ? May  they  be  regarded  as  being  equivalent  to  sumptuary 

laws,  either  in  effect  or  by  intention  ? 

8.  Who  bears  the  burden  of  excise  taxes  r 


iv.  Income  Taxes 

Questions 

I What  has  been  the  chief  obstacle  to  a federal  income  tax  in 
the  United  States?  Has  this  obstacle  prevented  state  taxation  of 

mcom^hat  chief  obstacle  to  effectual  adnumstraUon 

of  state  income  taxes  ? Would  this  difficulty  have  the  same  force  m 

the  case  of  a federal  income  tax  ? 

-i.  What  is  taxation  of  income  at  the  source  i 

4 For  purposes  of  fiscal  administration  could  income  be  sati^  i 

factorily  defined  ? Does  the  definition  of  income  include  incre^e  in 

"ue  of  property  ? Does  it  exclude  ““  f 

s.  Should  income  taxes  be  progressive?  Should  incomes  Deio  ^ 

a certain  amount  be  exempt  from  tpation? 

6.  Who  bears  the  burden  of  an  incoine  tax  r ^ ^ ...r  oVti'li’+v?  I 

7 Are  income  taxes  in  harmony  with  the  principle  of  abihty  ? | 

with  the  principle  of  benefit  ? with  the  principle  of  equal  sacrifice  ? 

8 Should  you  regard  an  income  tax  of  33^  per  cent  as  excessive  ? 

Is  H realirheavier  ®than  a general  property  tax  of  so 
dollar,  levied  on  a 4 per  cent  security  assessed  at  two-thirds  of 

market  value  ? 

V.  Inheritance  Taxes 

Questions 

1 How  high  a rate  should  you  approve  in  taxation  of  inhentances  ? ; 

Has  anyone  a right  to  inherit  ? to  unrestricted  i^^entance  ? i 

2 Should  inheritance  taxes  be  progressive?  If  so,  shouw  tne  ^ 

progression  be  based  on  the  amount  of  the  estate,  ^he  amoun 
5ie%ecific  inheritance,  the  amount  of  the  previous  property  of  t 

’'“3  °ma\tn<SnvenS  tesult  from  the  separate  administration 

than  one  state  ? Is 

thetax  in  pLuce  to  be  paid  in  the  state  of 

ficiary,  of  the  location  of  the  property,  or  of  the  trustee  under 

Who  bears  the  burden  of  an  inheritance  tax  ? Is  the  burden 
according  to  benefit  ? according  to  ability  ? 
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vi.  Corporation  and  Business  Taxes 

Questions 

1.  Who  really  pays  a tax  levied  on  (a)  the  granting  of  a corpora- 
tic  n charter  ? (6)  a factory  owned  by  a corporation  ? (c)  the  franchise 
pr  vileges  of  a public  service  coloration  ? 

2.  Is  the  value  of  a franchise  an  unearned  increment?  Should 
th  2 total  income  attributable  to  the  special  privilege  of  the  franchise 
be  absorbed  by  taxation  ? Would  such  taxation  be  confiscatory  ? 

3.  What  is  the  best  test  of  the  taxable  value  of  a business  ? 

4.  Is  a high-license  tax  on  saloons  a desirable  form  of  taxation  ? 
W hy  ? Who  bears  the  burden  of  the  tax  ? 

c)  Tax  Reform 

Questions 

1.  Distinguish  between  direct  and  indirect  taxes.  Is  the  distinc- 
ti'  >n  of  importance  in  economics  ? in  United  States  constitutional  law  r 

2.  Of  the  several  forms  of  taxation  which  have  been  discussed, 
wiicii,  in  this  country,  are  primarily  employed  {a)  by  the  federal 
g(  vernment  ? (J)  by  the  states  ? (c)  by  local  governments  ? _ Why  ? 

3.  Of  our  present  forms  of  taxation  which  are  likely  to  increase 
and  which  are  likely  to  decline  in  importance  with  the  progress  oi 
sc  ientific  reforms  ? 

4.  Is  the  need  of  government  revenues  increasing?  Will  taxa- 
tim  in  the  future  be  depended  upon  for  larger  resources  than  at 
p:  esent  ? Would  a heavier  burden  of  taxation  furnish  an  incentive 

t(  tax  reform  ? , , • 

5.  Try  to  estimate  the  amount  of  indirect  tax  which  you  pay  in 

tl  le  course  of  a year.  If  people  in  general  realized  how  large  a pro- 
p irtion  of  their  total  expenditure  goes  for  taxes  would  the  problems 

o tax  reform  receive  more  attention  ? 

6.  Is  the  benefit  theory  or  the  ability  theory  of  taxation  the  inore 
a :ceptable  at  present  ? Does  the  movement  toward  larger  functions 

0 ’ government  indicate  a growing  belief  in  one  of  these  theories  rather 
t:  lan  in  the  other  ? If  so,  which  seems  to  be  gaining  ground  ? 

7.  Is  a thoroughly  good  system  of  taxation  attainable  in  this 
c )un*try  without  amendment  of  the  Constitution  of  the  United  States  ? 

1 'o  you  anticipate  such  an  amendment  ? 
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I H.  SOCIAL  REFORM 

I I.  Criticisms  of  the  Present  Industrial  Order 

1 II.  Remedies  Which  Have  Been  Suggested 

i jjj.  Suggested  Ideals  of  Distributive  Justice 

i TTr»  tn  this  noint  the  study  of  industrial  society  has  been  confined 

almost  entirely  to  ^ rf^tWngs 

pre^nuX^triarorte  is  however  neither  final 
Its  dShave  evoked  endless  critidsm  and  many 
! the  emsting  r^^me  We  we  may 

! r“rnd  of  the^dples  estabiished  m 

■ T:Zi  "XH  Ss  U » an  extremely 

KreSons  ta  wirfmom" 

, Llysis  hardly  goes  beyond  a mere  schematic  statement  of  the  case. 

I.  Criticisms  of  the  Present  Industrial  Order 

I.  Economic  Defects 

a)  Defects  of  the  Productive  Process 

i.  Wastefulness  and  Duplication  of  Efiort 

ii.  Artificial  Stimulation  of  Wants 

iii.  Production  for  Sale  Rather  Than  for  Service 

iv.  Carelessness  in  Conserving  Human  Energy 

b)  Ddects  of  the  Distributive  Process 

, i Great  Inequalities  in  Possessions  and  Incomes 

ii!  The  Unfortunate  Situation  of  the  So-called  Lower 

' iii  The^  Consequences— unbalanced  social  develiymrat,  and 

‘ probable  impairment  of  the  efficiency  of  production 

2 RBSultifi2  Socidl  dftd  Politicdl  Defects  , * ^ 

a)  Corruption,  Favoritism,  and  Ineffidency  m Government 

b)  Militarism 

3.  of  Remedying  These  Evils  under  the 

Present  System 

13s 
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Questions 

1.  Mention  two  instances  which  illustrate  each  of  the  above- 

mi  ntioned  defects  of  the  productive  process. 

2.  Is  non-competitive  enterprise  free  from  waste  and  duplication 

of  effort  ? ^ 1 j 

3.  Is  wastefulness  an  advantage  in  competitive  industry  ? Could 

it  be  maintained  that  the  stimulus  of  competition  prevents  waste 

m ire  than  it  causes  waste  ? • 1 x -n 

4.  Which  is  the  greater  danger:  that  competitive  industry  will 

st  mulate  excessive  and  artificial  wants,  or  that  non-competitive 
cc  nditions  will  result  in  neglect  to  provide  for  wants  already  felt  ? 

5.  Would  adulterated  goods  be  offered  for  sale  except  under  an 

individualistic  and  competitive  economic  regime?  ^ 

6 How  do  you  distinguish  between  adulterated  or  spurious  goods 
ai  ,d  cheap  substitutes  ? Are  cheap  substitutes  desirable  ? Does 
CC  mpetition  favor  the  invention  and  production  of  such  gciods  ? ^ 

7.  The  investigators  of  the  Pittsburgh  Survey  found  that  industries 
in  the  Pittsburgh  district  had  resulted  in  526  deaths  from  accidents 
ir  one  year.  Is  this  due  to  defects  of  the  present  industrial  system  ? 

8.  Cite  cases  where  fraud  has  been  one  of  the  forces  in  the  present 

d;  stributive  process.  , . .u  t, 

9.  How  can  it  be  argued  that  defects  in  chstnbution  harm  pro- 

d iction  and  social  development  ? , 

10.  Are  the  rich  growing  icher  and  the  poor  growing  poorer? 

11.  Is  the  control  of  wealth  ever  confused  with  the  ownership  of 

wealth  in  discussing  the  great  fortunes  of  today  ?_ 

12.  When  we  speak  of  the  economic  inequalities  of  today  do  we 

n ean  inequalities  of  property  or  of  income  ? ^ 

13.  Does  the  inducement  to  political  corruption  for  individual 
a ivantage  exist  only  where  industrial  conditions  are  professedly 

individualistic?  v...  1 j r 4. 

14.  With  w^hat  justice  can  the  prevalent  social  and  political  defects 

b 3 charged  to  the  industrial  situation  ? Does  the  mere  fa^t  that 
defects  exist  condemn  a system?  Is  any  system  likely  to  be  free 

° 15.  “There  can  be  no  real  political  democracy  without  industrial 

c emocracy.”  What  does  this  mean  ? ^ / x 

16.  Can  you  give  instances  of  wars  or  menace  of  war  due  to  [a) 
rational  need  for  economic  expansion,  by  enlargement  of  territory 
c r increase  of  foreign  trade  ? (i)  commercial  aggression  of  individuals 
i 1 foreign  countries  ? (c)  agitation  by  persons  who  would  be  pecuni- 
£ rily  gainers  if  war  should  occur  ? Which  of  these  cases  are  charge- 
£ ble  to  the  present  economic  system  ? 
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T7  Make  a list  of  forms  of  vice  and  crime  which  are  fostered  by 

-IS;  s ‘Atfjxxr, 

IL  Remedies  Which  Have  Been  Suggested 

1.  Individual  Reform— the  Development  of  Different  Ideals 

2.  Social  Reform  

I.  Individual  Refoem-the  Development  op  Dippeeeni  Ideals 

a)  The  Significance  of  Individual  Reform 

b)  The  Agencies  of  Individual  Reform 

Questions 

X.  If  aU  men  were  actuated  by  high  would  it  mafe 

S“ouf— 

the  nmfesaons  whose  representatives  are  engaged  pri- 

2.  Mention  p Mention  other  professions  whose 

engSed  primarily  in  reforming  the  social  system, 
'"’’rno  v^tM^Xt  individual  reform  would  react  upon  social 
refom  ? Do  you  think  that  social  reform  would  react  upon  mdi 

ShS  you  expect  right-minded  »d  law-abiding  men  and 
WMcTrs  X“more'perfn^^^^^^  W *at  men  and 

general  were  inefficient,  vicious,  and  cnminal? 
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6.  How  can  a person  with  ideals  of  social  service  make  up  his 
m nd  whether  he  should  engage  primarily  in  movements  making  for 
in  iividual  reform  or  in  movements  making  directly  for  social  reform  ? 

2,  Social  Reform 

a)  Reforms  Involving  No  Vital  Change  in  the  Present  Order 

b)  Reforms  Practically  Amounting  to  Revolution 


a Reforms  Involving  No  Vital  Change  in  the  Present  Order 

i.  Reforms  of  the  Immediate  Conditions  of  Industry 

(1)  On  the  Initiative  of  the  Persons  to  Be  Benefited 

(а)  The  Trade  Union  Movement 

(б)  Co-operative  Enterprises 

(2)  On  the  Initiative  of  Other  Persons 
(a)  Profit-sharing 

(3)  On  the  Initiative  of  the  State 

(a)  Regulation  of  the  Conditions  of  Work 
{h)  Workingmen’s  Insurance  and  Pensions 

ii.  General  Economic  and  Social  Reforms 

(1)  On  the  Initiative  of  Private  Persons 

{a)  Philanthropic  and  Charitable  Enterprises 

(2)  On  the  Initiative  of  the  State 

(а)  Direct  Aid  to  the  Needy— Poor-Relief 

(б)  Tax  Reforms— including  the^  readjustment  of  the 
burden  of  government  expenditures  and  also  the  less 
radical  of  the  tax  reforms  designed  to  prevent  excessive 
concentration  of  wealth,  such  as  progressive  income 
and  inheritance  taxes 

(c)  Enlarged  Educational  Facilities 

(d)  Provisions  for  the  Public  Health— hospitals,  medical 
aid,  facilities  for  recreation,  housing  regulations 

Questions 

1.  What  functions,  apart  from  those  of  regulating  the  relations 
t etween  workmen  and  employees,  do  trade  unions  commonly 

perform?  , , 

2.  Which  is  likely  to  have  greater  success,  producers  co-operation 

tr  consumers’  co-operation  (so-called)?  Why?  ^ 

3.  Cost  of  living  is  high.  Would  it  be  wise  for  a certain  class  of 
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people  (say  college  teachers)  for  success 

their  household  for  failure?  Would 

?he  eSeJprise  beV  to  succeed  better  if  membership  were  confined 
riftee'fy‘dement  of  cooperation  in  the  present  order? 

“ De!Sbe“^vlral  forms  of  profit-sharing,  and  explain  their 

-e  likely  to  look  with  favor 

Pof  you^tfert  tCeUher  profit-sharing  or  co-operadon  wiU 
than  there  was  130  f iutiM^^^  socialism? 

“°“i 0°  Why  is™it^Sore  diffi”u"t\o  get  suitable  factory  legislation  m 

the  What  are  its  chief  evils? 

“s'  Twhat industries  is*the Seating  system  most  prevalent? 

^Niltve  tmtroriciuUon^  that  are  especially  dangerous 
to  ;'or£r  & Se“  stateVss  special  legislation  to  protect 

the  workers  in  such  occupations? 

"A  Kitnmden‘ifTo&  insurance  be  carried  by 

^SSin^^d  agtan” 
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b)  Reforms  Practically  Amounting  to  Revolution 

i.  Land  Nationalization  (dealt  with  under  “Rent”) 

ii.  Anarchism 

iii.  Communism 

iv.  Socialism 

(1)  The  Socialist  Philosophy  as  Exemplified  in 
(a)  Utopian  Socialism 

Q>)  Christian  Socialism 
(c)  State  Socialism 
{d)  Marxian  Socialism 

(i)  The  Materialistic  Conception  of  History 

(ii)  The  Marxian  Theory  of  Exploitation 

(iii)  The  Doctrine  of  Capitalistic  Contradictions — 
commercial  crises,  concentration  of  capital  and 
industry,  progressive  misery,  development  of  the 
proletariat 

• (iv)  The  Class  Struggle  and  the  Social  Revolution 
(v)  The  Co-operative  Commonwealth 

(2)  The  Socialist  Movement 
{a)  The  Socialist  Program 

\b)  The  Organization  and  Extent  of  the  Movement 
(c)  The  Aids  and  Hindrances  to  the  Movement 

Questions 

1.  Carefully  distinguish  between  anarchism,  communism,  and 
socialism,  as  social  ideals. 

2.  Does  the  philosophical  anarchist  seek  primarily  an  economic 
reform?  Does  the  communist?  the  socialist? 

3.  Can  you  cite  cases  where  economic  conditions  appear  to  have 
determined  men’s  views  on  morals,  politics,  philosophy,  religion,  etc.  ? 

4.  In  reality  do  you  think  that  economic  conditions  determine 
men’s  views  or  that  men’s  views  determine  their  economic  conditions  ? 

5.  To  what  extent  is  the  course  of  history  explained  by  economic 
causes  ? Consider,  e.g.,  the  discovery  and  settlement  of  America,  and 
the  various  wars  in  the  history  of  the  United  States. 

6.  Do  political  parties  represent  the  economic  interests  of  con- 
tending groups  of  people  ? 

7.  Suppose  it  is  established  that  labor  is  exploited  by  the  employ- 
ing class.  Does  that  prove  the  right  of  the  laborer  to  the  total  prod- 
uct of  industry,  or  establish  the  correctness  of  Marx’s  analysis  of 
wages  ? Might  there  be  any  possible  remedy  other  than  socialism  ? 

8.  Is  there  a class  struggle  in  the  United  States  today  ? 

9.  Is  there  a growing  concentration  of  wealth  in  the  hands  of  the 
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few?  If  so  why  is  this  unfortunate?  Is  the  concentration  move- 

i ment  inevitable  in  all  industries  ? If  it  is,  is  socialisin  the  only  remedy  ? 

I 10  Is  socialism  to  be  judged  by  its  ideal  or  by  its  probable  work- 

I ings  ? * Do  you  think  one  should  commit  himself  to_  socialism  because 

I its  ideals  are  high  ? Are  the  ideals  of  the  competitive  system  lower  ? 

I II.  Draw  up  a list  of  difficulties  which  you  think  the  co-operative 

co_eJth 

Doer's  the  pres^^^^^^^^  to  the  continuance 

Do  ytu  Link  anyone  is  sufficiently  wise  to  preffict  the  course 
of  hiLiL  dLelopment  for  the  next  hunffied  years  ? Should  you  take 

the  stand  that  any  set  program  for  the  future  is  unwise  ? 

I?  Do  you  think  it  possible  for  a government  representing 
workers  to  take  over  one  great  industry  after  another  and  to  operate 
these  great  industries  for  the  common  welfare  rather  than  Profits  ? 
i6^Suppose  socialism  were  realized.  What  would  be  the  effect 

IUDon  rent?  interest?  profits?  wages?  Would  there  be  anjAhing 
cLesponding  to  these  Lares?  Would  the  underlying  facts  of  pro- 

^''^L'^.'^WouldThe  Lcessity  of  taking  industrial  risks  <^appear  under 
socialism?  If  not,  who  would  be  the  risk-taker?  Would  risks  be 

' taken  more  wisely  than  under  the  present  system  f 

18.  Would  the  necessity  of  saving  disappear  under  soaaUsm?  If 
not,  who  would  do  the  saving  and  how  ? Would  it  be  done  more 

\ worker  have  any  more  free- 

I hS  been  sid  that  progress  impUes  the  elimination  of^e 

' “mere  muscle  man.”  Do  you  agree?  Is  his  case  becoimng  steadUy 

worse  under  the  present  system  ? If  so,  would  socialism  continue 

i 2 i^Does, Le  socialist  urge  equal  ffistnbution  of  '^J^lth  ? ^ ^ 

' 22.  The  socialists  deny  they  would  have  a dead  level  so(^y. 

They  would  permit  inequalities  of  incomes  and  of  possessions  Why 

should  they  ? When  they  say  this  do  they  concede 

many  of  the  motive  forces  of  the  present  order?  Do  they  retain 

many  of  the  temptations  of  the  present  system  ? 

2%  If  socialism  were  given  a practical  trial,  do  you  suppose  the 
I result’would  be  found  free  from  the  evidences  of  greed,  unscrupulous 

! personal  ambition,  fraud,  and  indolence  which  have  always  revealed 

themselves  in  other  forms  of  econonuc  society? 

24.  Would  such  defects  of  human  character  be  as  detnmental  to 
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the  public  welfare  in  a socialistic  system  as  they  are  when  associated 
with  excessive  individual  wealth  ? 

25.  The  plea  for  socialism,  it  is  said,  has  a fallacious  persuasive- 
ness in  consequence  of  the  human  tendency  to  magnify  the  evils  of 
Ae  existing  situation,  and  to  assume  that  any  change  will  be  an 
improvement.  The  prejudice  against  socialism,  on  the  other  hand, 
is  aggravated  by  the  mental  inertia  which  resists  all  change.  Which 
3f  these  biases  is  the  stronger  ? Which  is  the  more  unreasonable  ? 

26.  When  a man  contemptuously  dismisses  a proposal  for  reform 
IS  “socialistic”  what  does  he  ordinarily  mean? 

27.  Is  the  capitalist  in  a position  to  form  an  unprejudiced  opinion 
jn  socialism  ? Is  the  laborer  ? 

^ 28.  Are  the  men  who  vote  the  socialist  ticket  in  this  country  com- 
nitted  to  any  definite  system  of  social  reorganization,  or  are  they 
)pportunists,  taking  advantage  of  every  available  way  toward  reform  ? 

29.  What  are  the  main  planks  of  the  platform  of  the  socialist 
)arty  in  the  United  States  today  ? Is  everyone  who  approves  of  any 
( )r  even  most  of  these  planks  a socialist  ? 

30.  Draw  up  a statement  of  the  forces  at  present  making  for 
! ocialism  in  the  United  States.  Draw  up  a statement  of  the  forces 
] nilitating  against  socialism. 

31.  Do  you  thinJc  the  agitation  for  socialism,  by  counteracting 
1 he  extreme  tendencies  of  our  present  system,  will  lead  to  a compro- 
1 aise  which  will  be  better  than  either  ? 

32.  In  what  ways  do  you  think  a socialist  state  would  be  superior 
1 0 the  present  competitive  regime  ? 

1 H.  Suggested  Ideals  of  Distributive  Justice 

1.  The  Aristocratic  Ideal:  Special  privileges  for  persons  of  special 
ability,  attainment,  or  position. 

2.  The  C owfKUfiirStic  Ideal:  Equal  division  of  all  goods,  or  division 
according  to  the  maxim:  “From  everyone  according  to  his 
ability:  to  everyone  according  to  his  needs.” 

3.  The  Socialistic  Ideal:  To  everyone  according  to  his  labor- 
service  to  society. 

4.  The  Competitive  Ideal:  To  everyone  according  to  the  value  of 
his  services. 

The  above  brief  statement  of  the  several  ideals  of  distributive 
justice  is  designed  to  suggest  the  difference  of  viewpoints  rather  than 
t<  • afford  an  adequate  description  of  each.  Communism  and  social- 
is  m really  differ  not  so  much  in  ideals  as  in  the  social  mechanisms  by 
V,  hich  they  hope  to  reach  the  ideal  result.  The  stated  ideals  of  the 
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socialistic  and  competitive  systems  are  obviously  similar,  but  are 
to  De  distinguished  in  that  {a)  socialism  requires  some  governmental 
appraisal  of  labor-service,  while  competition  furnishes  at  least  a 
tangible  criterion  of  service  in  terms  of  exchange- value ; \o)  essentially 
different  economic  programs  are  advocated  as  the  means  of  attain- 
ing them. 

Questions 

1.  Should  an  unjust  system  of  distribution  endure?  Is  it  likely 

to  do  so?  What  do  you  mean  by  unjust ? ^ 

2.  Do  any  of  the  following  illustrate  the  aristocratic  theory: 

primogeniture,  right  of  inheritance,  the  closed  shop,  slavery  ? 

3.  What  advantages  might  be  claimed  for  an  aristocratic  economic 

system  in  the  earlier  stages  of  civilization  ? 

4.  Does  the  principle  of  the  survival  of  the  fittest  give  support  to 
the  aristocratic  theory  of  economic  society  ? Assuming  that  human 
ability  is  largely  hereditary,  is  it  not  best  that  the  descendants  of  the 
wealthy  and  successful  should  be  given  superior  opportunities  ? ^ 

5.  Are  all  men  equal  ? If  so,  why  do  some  secure  exceptional 
advantages?  If  not,  why  attempt  a social  system  which  assumes 

Is  it  possible  to  reward  every  man  according  to  his  nee^? 
How  can  the  needs  of  two  persons  be  compared?  Are  “needs 
urgent  necessities  of  bare  existence,  or  economic  wants  in  general, 

or  aspirations?  , , . , m*  » 

7.  Does  the  dictum  “From  each  according  to  his  abihty  express 

a right  of  the  incompetent  to  receive  aid  from  the  more  capable,  or 
an  ideal  of  altruistic  conduct  for  those  in  a position  to  be  of  service  ? 

8.  If  the  weaklings  are  given  the  most  aid,  and  the  burden  of  aid- 
ing falls  most  heavily  on  the  able,  will  the  race  degenerate  through  a 

reversal  of  natural  selection  ? ^ j-  . i- 

9.  Suppose  one  were  to  accept  the  ideal  to  each  according  to  his 
labor.”  Does  this  mean  physical  labor,  sacrifice,  labor-time,  or 

results  accomplished  ? , • 

10.  Does  not  the  present  system  reward  according  to  the  signifi- 
cance a service  possesses  for  particular  individuals  and  small  classes  ? 
May  this  not  put  a premium  upon  trivial  or  even  immoral  things  ? 
Would  it  be  better  to  let  a government  bureau  adjudge  the  worth  of 
the  service  ? How  is  this  bureau  to  arrive  at  its  standards  ? How  is 

it  to  apply  them  ? 

11.  “In  order  that  the  motive  of  self-interest  may  be  made  to 
serve  the  interests  of  society,  all  harmful  or  socially  unprofitable 
ways  of  pursuing  self-interest  should  be  closed.  The  advantage 
of  individuals  will  then  depend  upon  the  measure  of  their  contribution 
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t)  the  well-being  of  others.”  Is  this  true?^  Give  examples  of  the 
V ay  in  which  law  and  public  opinion  have  directed  competition  into 

b eneficial  channels. 

12.  Advocates  of  the  competitive  system  have  more  or  less  ex- 
p ressly  assumed  (<i)  that  every  individual  of  mature  age  and  sound 
li  lind  knows  his  own  interest  better  than  a body  of  officials  can,  and 
( ))  that  each  individual,  if  left  to  himself,  will  pursue  his  own  interest. 
( 'riticize  these  assumptions.  To  what  extent  are  they  true  ? 

13.  Does  the  competitive  ideal  seem  to  you  harder  to  attain  than 
t le  others  ? Is  it  made  more  easily  attainable  by  the  fact  that  it 

i tilizes  both  selfishness  and  unselfishness  ? 

14.  Do  you  see  any  difference  between  saying  that  things  ought 
1 0 be  thus  and  so  and  saying  that  the  state  should  at  once  proceed 

1 3 make  things  thus  and  so  ? ^ 

15.  Which  is  more  important:  approximate  equality  of  possessions 

cr  approximate  equahty  of  opportunity?  Do  we  have  to  destroy 

t tie  present  order  to  secure  the  latter  ? 

16.  With  a more  general  diffusion  of  knowledge,  culture,  pubhaty, 
etc.,  is  political  democracy  in  more  or  less  danger?  Is  equality  of 

c pportunity  more  or  less  Ukely  to  ensue  ? 

17.  Do  you  ttiink  that  the  indictments  of  the  present  order  by  men 

y ffio  are  the  results  of  this  order  indicate  anything  as  to  the  possibility 
c f improvement  under  the  present  system  ? 

18.  What  real  difference  is  there  between  the  professed  ideal  of 
s odalism  and  the  professed  ideal  of  the  competitive  system  ? 
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